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Executive Summary 

Executive Summary 

The South Dakota Medicaid Nursing Facility Reimbursement Review Study was initiated in 2019 to fulfill 

the requirements that a comprehensive rate modeling analysis be completed at least every five years. 

This study also addressed concerns about the federal transition to the Patient Driven Payment Model 

(PDPM) and the potential impact that change might have on the Medicaid nursing facility 

reimbursement system.  

The core of the reimbursement system analysis was the development of an Excel-based rate model. This 

model mimicked the current rate methodology and also included options to adjust multiple rate 

parameters within the current methodology such as the cost ceiling calculations. The model also 

included options for incorporating new reimbursement methodology parameters such as moving to a 

price-based rate calculation for specific rate components instead of a cost-based rate calculation. A 

value based purchasing worksheet was included in the model to investigate different pay for 

performance options. Rate parameter settings and analysis of the projected rates those settings would 

produce was provided through a Parameters and Analysis worksheet within the model. This enabled 

users to review the estimated impact of countless combinations of rate setting parameters.  

To gain input from stakeholders, a workgroup was organized including representatives from the nursing 

facility industry. Each of the South Dakota nursing facility trade associations were represented in this 

workgroup as well as individuals from other state agencies.  

A critical issue facing acuity-based Medicaid nursing facility reimbursement systems is the Centers for 

Medicare and Medicaid (CMS) transition from the Resource Utilization Groups (RUG) classification 

system to the Patient Driven Payment Model (PDPM). Since South Dakota relies on the RUG system now 

to adjust payments to reflect the acuity of each Medicaid resident, any change to the RUG system could 

potentially impact the State’s ability to continue its current payment methodology. The potential impact 

of this CMS transition was investigated and options were developed for addressing this change. At 

present, CMS continues to support the RUG system and no change is required. However the State 

should anticipate moving to the PDPM system within the next few years.  

The Analysis and Findings section of this report includes an evaluation of the current methodology, 

identification of its strengths and weaknesses, information gathered from provider surveys, a review of 

multiple reimbursement parameters, analysis of cost center ceilings, value based purchasing modeling, 

analysis of extraordinary care, and cost reporting discussions. 

Several recommendations were made as a result of this review. These include adopting an industry-

specific inflation index, eliminating the dual ceiling methodology, incorporating value based purchasing, 

creating property incentives, and automating extraordinary care payments. A table summarizing these 

recommendations begins on page 52. 
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Executive Summary 

Several appendices are also included to provide additional background on certain subjects. These 

include Senate Bill 147, the stakeholder workgroup, the provider survey, the case mix rate model, FRV 

models, BIMS/CPS, and the Medicaid cost report. 
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Project Overview 

Project Overview 

The South Dakota Medicaid Nursing Facility Reimbursement Review Study was initiated in 2019 to fulfill 

the requirements outlined in Senate Bill 147 (SB 147). SB 147 requires that a comprehensive rate 

modeling analysis be completed at least every five years for each category of community-based health 

and human services providers. The bill identified ten different types of community-based providers 

including nursing facilities. The Department established a five-year rotating schedule to conduct 

reimbursement system reviews for each provider type.  

Nursing facilities were originally included in the group of providers to be reviewed during year four of 

the Department’s rotating schedule. However, the Department moved nursing facilities up in the 

scheduled review order at the request of the Legislative Joint Appropriations Committee. The 

Committee had received information indicating that the nursing home program was underfunded and 

the gap between allowable costs and the Medicaid rates was expanding.  

Another issue that contributed to the Department’s decision to move up the nursing facility rate review 

was concern about the impact of changes in Medicare nursing facility reimbursement policies. Those 

changes included the implementation of the Patient Driven Payment Model (PDPM) by the Centers for 

Medicare and Medicaid Services (CMS), and related adjustments to the data that is collected on nursing 

facility resident assessments. PDPM is an acuity-based reimbursement system and it replaced the 

Resource Utilization Groups (RUGs) system that CMS had used for more than 30 years. Like many states, 

the South Dakota nursing facility reimbursement system includes an acuity-based adjustment 

component that utilizes the RUGs system. Addressing the uncertainty over the ongoing viability of a 

RUG-based system became a primary concern for the Department when the federal reimbursement 

changes were announced. Analyzing and addressing the impact of the implementation of PDPM and 

related changes is a primary objective of this review. 

The broader objective of the reimbursement review study is to evaluate the current methodology, 

consider relevant variables and make recommendations for changes to the nursing home 

reimbursement methodology. Through the review process every aspect of the South Dakota nursing 

facility reimbursement system was examined. Throughout the process specific consideration was given 

to Medicaid upper payment limit calculations, rate setting and reimbursement model development, 

financial analysis/modeling including what/if scenarios, analytics and forecasting, performance based 

contracting, and infographic creation.   

Procurement and Contracting 

On March 29, 2019, the South Dakota Department of Human Services published Request for Proposal 

(RFP) #1639. The purpose of this proposal was to establish a contract with a consultant qualified in the 

evaluation and design of rate methodologies as related to nursing home reimbursement. Five bidders 
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Project Overview 

submitted proposals through the RFP process and Myers and Stauffer LC was selected to complete the 

nursing facility rate review study in June of 2019. 

Myers and Stauffer LC is a certified public accounting firm specializing in government health care. The 

firm has nearly 40 years of nursing facility (NF) rate setting, auditing, and consulting experience 

spanning across more than 35 states. Myers and Stauffer is a national leader in case mix reimbursement 

services and MDS review, with a history of development work and partnership with the Centers for 

Medicare & Medicaid Services (CMS) and state Medicaid agencies that dates back to the 1980s. The firm 

also has a long-standing working relationship with South Dakota that involves various projects including 

completing the State’s annual nursing facility upper payment limit demonstration. Myers and Stauffer 

maintains dialogues with CMS executives, state Medicaid officials and industry leaders across the nation 

in order to provide clients with guidance and assistance on all aspects of Medicaid reimbursement. The 

Myers and Stauffer team includes former CMS and state government employees, policy experts, 

informaticists, pharmacists, medical doctors, certified public accountants (CPAs), registered nurses 

(RNs), certified coders, former nursing home employees, former hospital accountants, former Medicare 

intermediary auditors, former state Medicaid Surveillance and Utilization Review coordinators, and 

certified fraud examiners (CFEs). 

Overview of Rate Review Approach 

Myers and Stauffer prepared a four-phase work plan for the rate review project. Phase I – Initial Model 

Development, included a project kickoff meeting, review and adjustment of the work plan, review of the 

current reimbursement methodology, gathering of cost report and case mix data, development of a 

case-mix reimbursement model, and development of a case-mix decision matrix. Phase II – 

Methodology Development, included presenting the reimbursement model to stakeholders, conducting 

meetings with the stakeholder workgroup to discuss and model different rate setting parameters, and 

preparation of a draft rate review report. Phase III – Methodology Implementation included finalizing 

the rate review report, developing an implementation plan, and assistance with applicable state plan 

amendments and other policy modifications. Phase IV – Long Term Activities, includes providing ongoing 

support and evaluation of the reimbursement system. 
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Reimbursement Model 

Reimbursement Model 

A key deliverable from the rate review project is the case-mix reimbursement model. The model was 

built in Excel to provide a way for calculating updated rates under the current reimbursement 

parameters. Flexibility was also incorporated to allow for adjustments to the current parameters as well 

as modeling of new rate options such as value-based payment incentives. 

Parameters and Analysis 

The main page of the model is the Parameters and Analysis worksheet. This worksheet identifies the 

reimbursement parameters for each cost center and pulls together summary statistics that provide a 

quantitative analysis of the rates produced under the parameter settings. The Parameters and Analysis 

worksheet includes sections for general settings, as well as sections for each of the following cost 

centers; Direct Care, General Administrative, Combined Non-Direct Care, and Capital. There is also an 

Overall Analysis section to analyze total rate calculations and the overall fiscal impact to the Medicaid 

program. 
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Reimbursement Model 

 

Figure 1: Rate Model Parameters and Analysis Worksheet 

South Dakota Case Mix Rate Model

Date Prepared: 2/26/2020

Version: 1.9

Parameters and Analysis

General

Cost Report Data for Fiscal Years Ending in:  2018 Rate Analysis Groupings:

HB/FS: Hospital Based (shared costs with hospital) vs. Free Standing Facilities

Inflation Options: U/R: Urban (within OMB defined CBSA) vs. Rural

Index: CPI Through Date:  12/31/20 S/L: Small vs. Large Facilities Small Facilites are < or = 60 beds

Analysis Group: All HB FS U R S L AC NFs 638 NFs

Count: 106 19 87 28 78 67 39 9 1

Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Ceilings 1 Y Wtd. Avg. Rate: 98.94$   109.50$ 96.87$   103.72$ 97.10$   92.49$   104.54$ 98.97$   86.80$   

Maximum Rate: 165.57$ 165.57$ 164.94$ 151.10$ 165.57$ 165.57$ 151.10$ 165.57$ 86.80$   

CMI Data Options: Minimum Rate: 54.32$   66.58$   54.32$   70.78$   54.32$   54.32$   70.78$   54.32$   86.80$   

Overall CMI Calculation Exclude Mdcr Average Cost Coverage: 98.06% 95.00% 99.00% 98.00% 98.00% 99.00% 97.00% 100.00% 100.00%

Medicaid CMI Source 2018 Facilities Impacted by Max Limit 14 5 9 4 10 5 9 0 0

Facilities Impacted by Min Limit 24 7 17 10 14 8 16 0 0

Ceiling/Limit/Price Calculations:

Median 86.51$          Special Limits/Ceilings Maximum Rate @ CMI 1.0:

Max. Ceiling/Limit/Price 125% 108.14$        AC NFs: 100% of costs. 106.41$ 

Min. Ceiling 115% 99.49$          638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

General Administrative

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Ceilings 1 Y Wtd. Avg. Rate: 19.57$   18.69$   19.74$   19.93$   19.43$   19.38$   19.73$   18.35$   32.88$   

Maximum Rate: 32.88$   20.33$   32.88$   20.33$   32.88$   32.88$   20.33$   19.58$   32.88$   

Other Rate Options: Minimum Rate: 10.85$   10.85$   13.66$   13.78$   10.85$   10.85$   13.76$   10.85$   32.88$   

Include with Non-Direct N Average Cost Coverage: 73.48% 78.00% 73.00% 65.00% 77.00% 78.00% 69.00% 75.00% 100.00%

Facilities Impacted by Max Limit 77 12 65 23 54 46 31 7 0

Facilities Impacted by Min Limit 80 12 68 24 56 47 33 7 0

Ceiling/Limit/Price Calculations

Median 18.65$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 110% 20.52$          AC NFs: 105% of median. 19.58$          20.33$   

Min. Ceiling 105% 19.58$          638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Exclude Chains Y

Combined Non-Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Ceilings 1 Y Wtd. Avg. Rate: 68.00$   72.62$   67.09$   66.45$   68.60$   67.32$   68.59$   69.93$   76.45$   

Maximum Rate: 77.25$   77.25$   77.25$   77.25$   77.25$   77.25$   77.25$   77.25$   76.45$   

Minimum Rate: 41.41$   55.64$   41.41$   50.91$   41.41$   42.35$   41.41$   56.80$   76.45$   

Average Cost Coverage: 96.41% 91.00% 97.00% 99.00% 96.00% 97.00% 96.00% 95.00% 99.00%

Facilities Impacted by Max Limit 24 10 14 2 22 13 11 4 0

Facilities Impacted by Min Limit 37 14 23 7 30 24 13 4 1

Ceiling/Limit/Price Calculations

Median 70.87$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 110% 77.96$          AC NFs: 105% of median. 74.41$          77.25$   

Min. Ceiling 105% 74.41$          638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Capital

Type of Rate: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Current 0 Wtd. Avg. Rate: 10.88$   8.31$     11.38$   12.26$   10.34$   8.52$     12.92$   8.98$     3.91$     

Maximum Rate: 17.62$   17.62$   17.62$   17.62$   17.62$   17.62$   17.62$   17.62$   3.91$     

Minimum Rate: 0.54$     1.29$     0.54$     0.93$     0.54$     0.54$     3.50$     1.29$     3.91$     

Average Cost Coverage: 93.56% 95.00% 93.00% 92.00% 94.00% 97.00% 90.00% 90.00% 100.00%

Facilities Impacted by Limit 19 3 16 7 12 7 12 2 0

Ceiling/Limit/Price Calculations

Median 11.05$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit 160% 17.62$          AC NFs: 105% of median. 11.60$          17.62$   

Min. Ceiling NA 638 NFs: 100% of costs.

Overall Analysis

Estimated Fiscal Impact Rate Analysis All HB FS U R S L AC NFs 638 NFs

Wtd. Avg. Rate Wtd. Avg. Rate: 170.24$ 184.25$ 167.49$ 171.41$ 169.79$ 166.05$ 173.87$ 188.63$ 200.04$ 

Medicaid Days Maximum Rate: 225.37$ 225.37$ 210.99$ 210.99$ 225.37$ 225.37$ 201.81$ 225.37$ 200.04$ 

Estimated Cost Minimum Rate: 127.27$ 138.48$ 127.27$ 127.27$ 129.42$ 127.27$ 138.20$ 137.43$ 200.04$ 

Estimated VBP Payments Average Cost Coverage: 84.98% 83.00% 85.00% 84.00% 85.00% 88.00% 82.00% 92.00% 102.00%

Total Wtd. Avg. Rate Facilities Impacted by Increase Limit: 94 15 79 26 68 56 38 3 0

Impose Increase Limit: Reg NF Increase Limit %: AC NF Increase Limit %: 638 NF Increase Limit %:

Y 8% 10% 10%

170.24$                                   

1,046,134                               

178,095,210.65$                  

1,887,863.00$                       

172.05$                                   

DRAFT - Subject To Change - Not for General Distribution
This model was developed by Myers and Stauffer LC for the South Dakota Department of Human Services. It is a working 

model and subject to change. It is intended for use by the Department and the workgroup they have assembled.



 

  Medicaid Nursing Home Rate Methodology Review 
  Draft 1 - July 17, 2020 

       

www.myersandstauffer.com     page 9  

Reimbursement Model 

The General settings section was set up to control some basic inputs that apply to all cost centers and 

provide some overall statistics. The cost report data used in the model is identified here. Cost reports for 

fiscal years ending in 2018 were used as the base data for the model. Inflation settings are also included 

in this section. Users had the ability to select the type of index to use for inflation calculations with 

choices of the consumer price index (CPI), or the Global Insight Skilled Nursing Facility Market Basket 

Index. The endpoint for inflation calculations was identified in this section, and it was predetermined 

that all inflation would be applied through December 31, 2020 so that rate calculations would be 

applicable to state fiscal year 2021. This section also includes facility groupings used for analyzing the 

impact of the rates on different types of providers. These groups included hospital based (HB) and free 

standing (FS) facilities, urban (U) and rural (R) facilities, and large (L) and small (S) facilities. The user was 

given the ability to define small facilities by inputting a bed count threshold. For the modeling results 

presented in the this report and considered throughout most of the rate review discussions 60 or fewer 

beds was used as the definition of a small facility.  

For informational purposes a table was included showing the total number of facilities included in the 

modeling and the breakdown of facilities by the different types of facilities. A total of 106 facilities were 

included in the modeling, with 19 being hospital-based, and 87 being free standing facilities. Urban 

facilities account for 28 of the providers included in the model and 78 facilities were considered rural. 

The CMS Core-based Statistical Areas (CBSA) were used to determine whether a facility was considered 

rural or urban. Using the 60-bed threshold for small facilities put 67 facilities in that category, with 39 

providers being classified as large facilities. Additional categories were added to the model through the 

review process to analyze and review information for access critical facilities (AC NF), and Indian Health 

Services Tribally-Operated 638 Program Providers (638 NF). The AC NFs designation was created by the 

Department several years ago and assigned to facilities based on criteria intended to identify facilities in 

areas that lack multiple options for long-term care. There are currently nine facilities with this 

designation. The 638 NFs are facilities operated by tribal organizations One facility was included as a 638 

NF in the rate review process. A second 638 NF has enrolled in the Medicaid program but had not 

submitted financial data before the analysis was completed. Both AC NF and 638 NF providers are 

subject to alternative reimbursement rules. These alternative rules will be explained in detail within the 

applicable sections of the reimbursement system analysis. 

Within the Parameters and Analysis tab of the rate model are individual sections for each cost center. 

These sections define cost center specific rate parameters. For each cost center users were given the 

option to select the Type of Rate calculation to be modeled. There were options for Cost with Ceilings 

(current methodology using a two-tier ceiling limit), Cost with Limit (using one limit rather than two), 

and Price (using a fixed rate for all providers). For each cost center an option was also included to to 

apply the current occupancy rule or not. Finally within each cost center users were given the ability to 

adjust the percentage applied to the median to determine the cost center ceilings/limits. 
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There were a few parameters and rate setting options that were specific to the Direct Care cost center. 

A couple of these related to the CMI data used for acuity adjustments. It was predetermined to exclude 

Medicare data from the overall CMI calculation. It was also predetermined that 2018 would be the 

source year for Medicaid CMI data. In addition to the general parameter adjustments common to all 

cost centers (type of rate, occupancy rule, and ceiling percentages) user were given the option to decide 

whether the array used to determine the median cost for ceiling calculations would include providers 

with an average CMI less than 1.0.  

The General Administrative cost center also included some parameters that users could define. This 

included the option to combine this cost center with other non-direct costs. It also included the option 

to exclude providers with a CMI less than 1.0 from the array used to determine the median cost for 

ceiling calculations. In the same respect, an option was included to allow users to exclude providers 

affiliated with chains from the ceiling calculations. 

The Non-Direct Care cost center only included one cost center specific rate parameter. That was 

whether or not to include facilities with a CMI less than 1.0 from the median calculation used to 

establish the ceiling(s). 

The Capital cost center included just a few different options that could be used to adjust the type of rate 

in addition to the general adjustments that were common to each cost center. These included the 

option to just use the current limit, and an option to use a fair rental value system. 

There were a few options included in the Overall Analysis sections that could be applied to the final rate 

calculations. This included the ability to impose an overall rate increase limit. The ability to adjust that 

limit was also included for regular nursing facilities, AC NFs, and 638 NFs.  

In addition to all of the options to adjust parameters for each cost center, the Parameters and Analysis 

tab included statistics for each cost center to help users analyze the impact of any adjustment made to 

the parameters. The same statistics were calculated for each cost center. They included a weighted 

average rate, a maximum rate, a minimum rate, the average cost coverage, and the number of facilities 

that were impacted by the ceiling(s). Within each cost center these statistics were provided for all 

facilities as well as the different groupings of facilities discussed earlier. Those groupings included 

hospital based and free standing facilities, urban and rural facilities, small and large facilities, access 

critical facilities, and IHS 638 program facilities. These same statistics and groupings were also used for 

the overall rates in the Overall Analysis section. 

Value Based Purchasing 

The second tab included in the model was the Value Based Purchasing tab. This tab included options for 

users to set parameter options for different components of a value based payment system. These 

options did not involve any existing rate parameters. The options that were included utilized the CMS 
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Five-Star ratings data and some of the data that stands behind those ratings. This included the health 

inspections ratings, the overall five-star ratings, the staffing ratings, the quality measures ratings, and 

the quality measures scoring for long-stay measures. This worksheet also included statistics showing the 

estimated fiscal impact of the parameters set by the user, the percent of total estimated Medicaid 

expenditures represented by the modeled VBP program, and the number of facilities that would qualify 

for an incentive under the model parameters. An average incentive per diem for qualifying providers, as 

well as the average total estimated annual payment was also included. Similarly the maximum per diem 

incentive and maximum total payment were also identified.
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Reimbursement Model 

 

Value Based Purchasing Worksheet 

 

Figure 2: Rate Model Value Base Purchasing Worksheet 

  

South Dakota Case Mix Rate Model

Date Prepared:

Version:

Value Based Purchasing

VBP Parameters

Rating Facilities VBP % Rating Facilities Rate Rating Facilities Rate Rating Facilities Rate Tier Min Score Facilities Rate

5 9 100% 5 21 0.00 5 21 6.00 5 26 0.00 1 680 9 6.00

4 25 100% 4 28 0.00 4 37 3.00 4 25 0.00 2 620 22 3.00

3 20 100% 3 19 0.00 3 23 1.00 3 35 0.00 3 560 23 1.00

2 22 0% 2 21 0.00 2 4 0.00 2 10 0.00 4 500 25 0.00

1 22 0% 1 9 0.00 1 13 0.00 1 2 0.00 5 320 23 0.00

0 8 0% 0 8 0.00 0 8 0.00 0 8 0.00 0 0 4 0.00

106 106 106 106 106

Median is 560, 75th Percentile is 620

Estimated Fiscal Impact PPD

Average Incentive (Qualifying NFs) 4.52$     

Percent of Total Expenditures

Maximum Incentives 12.00$   

Facilities Qualifying for Incentive

2/26/2020

1.9

1,887,863.00$         

1.05%

Health Inspection Overall 5-Star Rating

Total VBP Payment

112,116$                   

36,305$                     

52

QM 5-Star Rating QM ScoringStaffing 5-Star Rating

DRAFT - Subject To Change - Not for General Distribution
This model was developed by Myers and Stauffer LC for the South Dakota Department of Human Services. It is a 

working model and subject to change. It is intended for use by the Department and the workgroup they have 
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Cost Center Assignment 

Another tab in the model allowed users to designate which cost center specific cost report line items 

would be included in and to also determine if those line items would be subject to inflation factors or 

not. The cost center options included Direct Care – Non-Therapy, Direct Care – Therapy, Health and 

Subsistence, General Administrative, Other Operating, Plant/Operational, Capital, Other, and a category 

for line items not assigned to any cost center. Inflation options only included the ability to determine 

whether inflation was applied to each specific cost report line item or not. This worksheet allowed users 

to realign how costs are grouped within the reimbursement system. 
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Reimbursement Model 

 

Cost Center Assignment 

Figure 3: Rate Model Cost Center Assignment 

Center Cost Center Title Center Inflate? Description Center Inflate? Description

0 Not Assigned (Totals etc.) 2 Y B-9 Other Dietary Salaries Salaries 4 Y D-1 Worker'S Comp Other

1A Direct Care - Non-Therapy 2 Y B-10 Dietary Consultant Fees Other 4 Y D-2 Unemp. Ins Other

1B Direct Care - Therapy 2 Y B-11 Dietary Supplies Other 4 Y D-3 Real Estate Taxes Other

2 Health and Subsistence 2 Y B-12 Food Purchases Other 4 Y D-4 Patient Care/Med Related Travel Other

3 General Administrative 2 Y B-13 Laundry Supervisor Salaries 0 Y D-5 Total Other Operating Other

4 Other Operating 2 Y B-14 Other Laundry Salaries Salaries 0 Y D-5 Total Other Operating Adj Total

5 Plant/Operational 2 Y B-15 Laundry Supplies Other 5 Y E-1 Maint Supervisor Salaries

6 Capital 2 Y B-16 Nursing Aide Training Costs Other 5 Y E-2 Other Maint Salaries Salaries

7 Other 2 Y B-17 Nursing Aide Testing Costs Other 5 Y E-3 Maint Supplies & Repairs Other

2 Y B-18 Inservice Training Director Salaries 5 Y E-4 Housekeeping Salaries Salaries

Center Inflate? Description 2 Y B-19 Inservice Training Personnel Salaries 5 Y E-5 Other Housekeeping Salaries Salaries

1A Y A-1 RN Salaries 2 Y B-20 Inservice Training Contracted Other 5 Y E-6 Housekeeping Supplies Other

1A Y A-2 LPN Salaries 2 Y B-21 Inservice Training Other Other 5 Y E-7 Utilities Other

1A Y A-3 Nurse Aides Salaries 2 Y B-22 FICA Other 5 Y E-8 Interest- Working Capital Other

1A Y A-4 Nursing Supplies Other 2 Y B-23 Employee Fringe Benefits Other 5 Y E-9 Vehicle Supplies & Repairs Other

1B Y A-5 OT Salaries 2 Y B-24 Other Emp F/B Vaccin, Physicals Other 5 Y E-10 Vehicle Insurance Other

1B Y A-5 OT Other 2 Y B-25 Other Health And Subsistence Salaries 5 Y E-11 Vehicle Deprec. Other

1B Y A-6 ST Salaries 2 Y B-25 Other Health And Subsistence Other 5 Y E-12 Vehicle Leases Other

1B Y A-6 ST Other 0 Y B-26 Total Health And Subsistence Salaries 5 Y E-13 FICA Other

1B Y A-7 PT Salaries 0 Y B-26 Total Health And Subsistence Other 5 Y E-14 Emp Fringe Benefits Other

1B Y A-7 PT Other 0 Y B-26 Total Health And Subsistence Adj Total 5 Y E-15 Other Plant/Oper. Other

1A Y A-8 Therapy Aides Salaries 3 Y C-1 Administrator Salaries 0 Y E-16 Total Plant/Oper. Salaries

1A Y A-9 Therapy Supplies Other 3 Y C-2 Asst Administrator Salaries 0 Y E-16 Total Plant/Oper. Other

1A Y A-10 FICA Other 3 Y C-3 Office Salaries Salaries 0 Y E-16 Total Plant/Oper. Adj Total

1A Y A-11 Emp Fringe Benefits Other 3 Y C-4 Non-Owner'S Directors Fees Other 6 N F-1 Building Insurance Other

1A Y A-12 Other Dir Pt Care Other 3 Y C-5 Office Supplies Other 6 N F-2 Building Deprec. Other

0 Y A-13 Total Dir Pt Care Salaries 3 Y C-6 Postage Expense Other 6 N F-3 Furniture & Equip Deprec Other

0 Y A-13 Total Dir Pt Care Other 3 Y C-7 Telephone Expense Other 6 N F-4 Amort. (Org/Pre-Oper.) Other

0 Y A-13 Total Dir Pt Care Adj Total 3 Y C-8 Advertising Expense Other 6 N F-5 Interest-Mortgage Other

2 Y B-1 DON Salaries 3 Y C-9 Central Office Expense Other 6 N F-6 Rent- Facility & Grounds Other

2 Y B-2 Medical Records Salaries 3 Y C-10 Legal & Accounting Expense Other 6 N F-7 Rent- Equip. Other

2 Y B-2 Medical Records Other 3 Y C-11 Professional Liability Expense Other 0 N F-8 Total Capital Expenditures Other

2 Y B-3 Activities/Act. Consultant Salaries 3 Y C-12 Dues, Fees, Licenses, & Subscript Other 0 N F-8 Total Capital Expenditures Adj Total

2 Y B-3 Activities/Act. Consultant Other 3 Y C-13 Admin. Travel Other 0 Y G-1 Total Direct Care (Sec. A) Salaries

2 Y B-4 Social Services Salaries 3 Y C-14 FICA Other 0 Y G-1 Total Direct Care (Sec. A) Other

2 Y B-4 Social Services Other 3 Y C-15 Emp. Fringe Benefits Other 0 Y G-1 Total Direct Care (Sec. A) Adj Total

2 Y B-5 Chaplaincy Salaries 3 Y C-16 Other Admin. Other 0 Y G-2 Total Non-Direct Care (Sec. B-E) Salaries

2 Y B-5 Chaplaincy Other 0 Y C-17 Total Admin. Salaries 0 Y G-2 Total Non-Direct Care (Sec. B-E) Other

2 Y B-6 Barber/Beautician Salaries 0 Y C-17 Total Admin. Other 0 Y G-2 Total Non-Direct Care (Sec. B-E) Adj Total

2 Y B-6 Barber/Beautician Other 0 Y C-17 Total Admin. Adj Total 0 Y G-3 Total Capital Expenditures (Sec F.) Other

2 Y B-7 Medical, Dental, & Pharm Cons Other 0 Y G-3 Total Capital Expenditures (Sec F.) Adj Total

2 Y B-8 Dietician/Dietary Supervisor Salaries 0 Y G-4 Total Reported Costs Salaries

0 Y G-4 Total Reported Costs Other

0 Y G-4 Total Reported Costs Adj Total

0 Y H-1 Return On Net Equity Other

0 Y H-2 Total Recognized Costs Salaries

0 Y H-2 Total Recognized Costs Other

Inflate 0 Y H-2 Total Recognized Costs Adj Total



 

  Medicaid Nursing Home Rate Methodology Review 
  Draft 1 - July 17, 2020 

       

www.myersandstauffer.com     page 15  

Reimbursement Model 

Rate List 

To provide users with facility-specific rate information a worksheet was included to produce a list of 

rates and their component parts for each facility. This worksheet used a random number assigned to 

each facility to keep the rate listing anonymous. However, each facility was described by its 

characteristics (free-standing/hospital based, rural/urban, and small/large). CMS Five Star ratings were 

also included so the user could see the health inspection rating, the staffing rating, the QM rating, and 

the overall rating. The base rate components were also listed for each facility including the per diem 

amounts for Direct Care per diem, General Administrative, Non-Direct Care, Capital, and Rate Increase 

Adjustments, as well as the Calculated Medicaid Rate. Finally, for the VBP modeling, the modeled VBP 

add-on amount was shown along with the Total Modeled Rate. This worksheet allowed the users to 

evaluate rate changes triggered by changes in the rate setting parameters. 



 

  Medicaid Nursing Home Rate Methodology Review 
  Draft 1 - July 17, 2020 

       

www.myersandstauffer.com     page 16  

Reimbursement Model 

 

Rate List Worksheet 

 

Figure 4: Rate Model Rate List Worksheet  

Random 

Number FS/HB R/U S/L

Health 

Inspection Staffing

Quality 

Measures Overall Direct Care

General 

Admin

Non-Direct 

Care Capital

Rate Inc Limit 

Adjustment

Calculated 

Medicaid Rate

VBP Add-

on

Total 

Modeled 

Rate

101 FS R S 2 3 4 2 86.91$               20.33$               67.49$               7.94$                  43.31$               139.36$                 -$          139.36$          

102 FS R L 2 4 4 2 109.22$             20.33$               55.17$               11.72$               52.39$               144.05$                 -$          144.05$          

103 HB R S 3 1 3 3 117.32$             18.49$               77.25$               1.29$                  13.16$               201.19$                 -$          201.19$          

104 FS R S 1 3 3 1 92.34$               20.33$               77.25$               5.93$                  37.80$               158.05$                 -$          158.05$          

105 FS U L 1 4 2 1 132.26$             20.33$               55.11$               13.13$               63.96$               156.87$                 -$          156.87$          

106 FS R S 4 4 3 4 91.03$               20.33$               46.18$               10.91$               15.85$               152.60$                 4.00$        156.60$          

107 FS R S 4 3 3 4 94.77$               20.33$               58.57$               11.68$               55.93$               129.42$                 1.00$        130.42$          

108 FS U L 2 3 4 2 92.41$               20.33$               74.99$               16.10$               20.12$               183.71$                 -$          183.71$          

109 FS R S 3 4 5 3 88.61$               20.33$               44.72$               10.70$               23.93$               140.43$                 6.00$        146.43$          

110 FS R L 1 4 5 1 105.96$             20.33$               74.34$               17.62$               35.99$               182.26$                 -$          182.26$          

111 FS R L 4 5 3 4 110.67$             20.33$               77.25$               17.62$               34.08$               191.79$                 6.00$        197.79$          

112 FS U L 4 4 5 4 93.71$               13.78$               67.11$               15.34$               24.92$               165.02$                 3.00$        168.02$          

113 FS R S 0 0 0 0 80.31$               20.33$               75.31$               3.77$                  11.51$               168.21$                 -$          168.21$          

114 FS R L 4 5 3 4 113.01$             13.76$               77.25$               17.62$               33.35$               188.29$                 6.00$        194.29$          

115 FS R S 4 5 3 4 92.35$               15.06$               42.35$               5.87$                  2.97$                  152.66$                 6.00$        158.66$          

116 FS U L 0 0 0 0 89.05$               20.33$               50.91$               17.62$               19.34$               158.57$                 -$          158.57$          

117 FS R S 2 4 3 2 107.58$             20.33$               55.18$               11.35$               54.83$               139.61$                 -$          139.61$          

118 HB R L 1 4 2 1 119.18$             20.33$               77.25$               3.50$                  29.14$               191.12$                 -$          191.12$          

119 FS R L 2 5 4 2 103.22$             20.33$               77.25$               17.62$               16.61$               201.81$                 -$          201.81$          

120 FS U L 1 4 3 1 70.78$               20.33$               63.61$               17.62$               -$                    172.34$                 -$          172.34$          

121 FS R S 3 1 5 3 92.58$               19.58$               72.32$               10.22$               -$                    194.70$                 3.00$        197.70$          

122 FS R S 4 4 4 4 89.81$               15.35$               63.33$               7.28$                  30.67$               145.10$                 6.00$        151.10$          

123 FS R S 3 2 3 3 104.83$             20.33$               67.95$               8.59$                  43.26$               158.44$                 3.00$        161.44$          

124 FS U L 2 4 4 2 132.23$             20.33$               74.67$               16.23$               68.75$               174.71$                 -$          174.71$          

125 HB R S 2 4 3 2 104.66$             19.58$               77.25$               17.62$               -$                    219.11$                 -$          219.11$          

126 FS R S 1 4 2 1 93.69$               18.17$               77.25$               14.63$               14.47$               189.27$                 -$          189.27$          

127 HB R S 4 4 4 4 73.71$               20.33$               57.16$               11.72$               18.26$               144.66$                 3.00$        147.66$          

128 FS U S 3 4 5 3 78.00$               20.33$               65.69$               17.62$               34.93$               146.71$                 4.00$        150.71$          

129 FS R S 2 3 5 2 54.32$               19.58$               56.80$               6.73$                  -$                    137.43$                 -$          137.43$          

130 FS R S 3 4 4 3 67.22$               17.03$               47.95$               9.14$                  11.10$               130.24$                 4.00$        134.24$          

131 FS R L 3 5 5 3 118.12$             20.33$               77.25$               12.50$               32.86$               195.34$                 12.00$     207.34$          

132 HB R S 2 4 5 2 92.07$               19.58$               65.58$               8.44$                  -$                    185.67$                 -$          185.67$          

133 FS R S 4 3 4 4 75.66$               20.33$               73.53$               6.72$                  28.57$               147.67$                 2.00$        149.67$          

134 FS U S 2 4 5 2 108.88$             20.33$               73.38$               11.64$               50.17$               164.06$                 -$          164.06$          

135 FS U S 1 1 3 1 81.82$               20.33$               74.85$               8.97$                  16.64$               169.33$                 -$          169.33$          

136 HB R L 1 3 5 1 134.47$             20.33$               55.64$               11.05$               71.56$               149.93$                 -$          149.93$          

137 FS R S 2 4 3 2 65.77$               19.66$               52.47$               0.54$                  -$                    138.44$                 -$          138.44$          

138 FS R S 0 0 0 0 164.94$             20.33$               74.02$               15.28$               144.33$             130.24$                 -$          130.24$          

139 FS R S 5 4 4 5 79.49$               20.33$               67.96$               11.73$               15.40$               164.11$                 6.00$        170.11$          

140 FS R L 4 4 3 4 83.85$               20.33$               70.27$               7.26$                  14.76$               166.95$                 3.00$        169.95$          

Facility Characteristics Base Rate Components and Total RateCMS 5-Star Ratings VBP Component
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Reimbursement Model 

Scenarios Comparison 

One more worksheet, the Scenarios Comparison tab, was included for users in the model. The intent of 

this worksheet was to create a way for users to make side by side comparisons of different 

combinations of rate parameter settings. The worksheet lists the parameter settings for each cost center 

as well as statistics for value based purchasing and overall rate calculations. These settings and statistics 

are shown in different columns for each combination of rate setting parameter options. Two sets of 

default settings were included in the worksheet; one for the current methodology with an overall rate 

increase limit of 8%, and one for the same methodology without an overall rate increase limit. In the 

column next to the default settings is a list of modeled parameters. This column reflects the settings and 

outcomes produced by the current options selected on the Parameters and Analysis tab. The worksheet 

also includes two columns where users can copy and paste the modeled parameters so that they can be 

saved and compared to other combinations of rate setting options. Users were instructed to use these 

columns to save their preferred rate setting options. 



 

  Medicaid Nursing Home Rate Methodology Review 
  Draft 1 - July 17, 2020 

       

www.myersandstauffer.com     page 18  

Reimbursement Model 

 

Scenarios Comparison Worksheet 

 
Figure 5: Rate Model Scenarios Comparison Worksheet  

South Dakota Nursing Facility Case Mix Rate Model Date: 

Parameter Settings Scenarios Comparison Reviewer: 

Rate Area Parameter Current w/ 8% Inc Limit Current w/out Inc Limit Modeled Parameters Preferred Option 1 Preferred Option 2

General Inflation Index CPI CPI CPI

Inflation Through Date 12/31/2020 12/31/2020 12/31/2020

Small Facility Bed Ct 60 60 60

Direct Care Type of Rate Cost - Ceilings Cost - Ceilings Cost - Ceilings

Occupancy Rule Y Y Y

Overall CMI Calc. Exclude Mdcr Exclude Mdcr Exclude Mdcr

Medicaid CMI Source 2018 2018 2018

Exclude CMI <1.0 from Limit Y Y Y

Max Ceiliing Rate 125% 125% 125%

Min Ceiling Rate 115% 115% 115%

Type of Rate Cost - Ceilings Cost - Ceilings Cost - Ceilings

Occupancy Rule Y Y Y

Include with NDC N N N

Exclude CMI <1.0 from Limit Y Y Y

Exclude Chains Y Y Y

Max Ceiliing Rate 110% 110% 110%

Min Ceiling Rate 105% 105% 105%

Type of Rate Cost - Ceilings Cost - Ceilings Cost - Ceilings

Occupancy Rule Y Y Y

Exclude CMI <1.0 from Limit Y Y Y

Max Ceiliing Rate 110% 110% 110%

Min Ceiling Rate 105% 105% 105%

Capital Type of Rate Current Current Current

Est. Fiscal Impact $0 $0 $1,887,863

Percent of Total Expend. 0.00% 0.00% 1.05%

Overall Impose Increase Limit Y N Y

Increase Limit Percentage 8% 0% 8%

Estimated Cost $177,837,441 $205,865,739 $179,983,074

Weighted Avg. Rate $169.99 $196.79 $172.05

Average Cost Coverage 84.87% 97.76% 84.98%

Notes Record further explanation 

of base and VBP 

parameters modeled.

Calculates rebased rates 

using the current NF rate 

methodology.

Calculates rebased rates 

using the current NF rate 

methodology without the 

8% overall rate increase 

limit.

Calculates rebased rates 

using the current NF rate 

methodology and a VBP 

add-on based on 5-Star 

staffing and QM scores with 

exclusions for health 

inspection ratings below 3.

Scenarios

General 

Admin

Value Based 

Purchasing

Combined 

NDC
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Reimbursement Model 

There are several other worksheets within the rate model where the actual rate calculations and 

statistics are computed. However, these worksheets were not shared with all users in order to ensure 

the rate calculations were not altered. Only the Department staff were granted access to these 

worksheets so that they could review the rate calculation formulas. 
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Stakeholder Workgroup 

Stakeholder Workgroup 

Overview and Membership 

Myers and Stauffer worked in coordination with the DHS Long-Term Services and Supports staff to lead 

a workgroup composed of industry representatives and other stakeholders to evaluate the current 

methodology, consider relevant variables, and develop recommendations for changes to the nursing 

facility reimbursement methodology. The workgroup consisted of 26members including 15 industry 

representatives, six DHS staff, three staff from other state agencies, and three consultants from Myers 

and Stauffer. The industry representatives included a broad range of nursing facility leaders 

representing for-profit and not-for-profit providers, sole proprietors and chain operations, rural and 

urban facilities, facilities based in hospitals, facilities that are part of continuing care retirement 

communities, and facilities that only provide nursing home care. Representatives were included from all 

regions of South Dakota. For a complete listing of all workgroup members please see Appendix B. 

The group met ten different times between October 10, 2019 and June 3, 2020. Prior to each meeting, 

an agenda and supporting documents were sent to stakeholders. At the beginning of every meeting roll 

call was conducted. Following each meeting draft minutes were circulated to share a written record of 

the workgroup discussion. Beginning with the second meeting, a request for changes to the minutes 

from the prior meeting to be submitted by email to SDHS or Myers and Stauffer was made. That 

feedback was used to compile final minutes that were posted to the DHS website to provide a public 

record of the workgroup’s activities. During each meeting an overview of the rate model and rate 

parameters or any changes that were implemented since the last meeting were presented. The 

following paragraphs provide a general summary of each of the workgroup meetings. Complete minutes 

from each meeting are included are available on the DHS website. 

Meeting Summaries 

 
October 10, 2019 
Meeting was held at AmericInn, Fort Pierre, SD at 10:00 a.m. CST. Many stakeholders opted to 
attend via conference call due to the weather. Some background on the purpose of the 
workgroup was provided. The goals and objectives were explained as well as the project outline. 
A presentation of the current methodology was conducted and concerns regarding PDPM were 
raised. Strengths and weaknesses were discussed regarding the current methodology. Next a 
walk through the decision matrix discussing what items on the decision matrix should be 
retained as points for further discussion. The South Dakota Quality Measures (QM) Report was 
reviewed. Group decided to hold bi-weekly conference calls on Wednesdays from 11-12:30 CST.  
 
November 6, 2019 
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Stakeholder Workgroup 

Meeting was held via Webinar and Conference Call at 11:00 a.m. CST. The rate model was 
demonstrated via Webinar and was mainly looking for feedback on the model. Options to 
choose between CPI or DRI inflation tables, adjust the through date or even exclude costs from 
inflation were modeled. Some of the Direct Care options modeled were choosing from current 
methodology to cost-limit or a priced based calculation. The model will display statistics such as 
the number of facilities impacted by the limit and statistics by various groups. Case Mix Index 
(CMI) data from 2018 or 2019 can be used. The remaining costs centers, General Administration, 
Other Operating and Capital costs were demonstrated in the model. Cost center assignment can 
be changed to which cost center each line item from schedule A is assigned too and whether to 
apply inflation to it. Members expressed concerns with capital reimbursement. Adjustments to 
the rate model will be made based on group feedback. 
 
November 13, 2019 
Meeting was held via Webinar and Conference Call at 11:00 a.m. CST. The purpose of the rate 
study workgroup was revisited. General changes to the rate model were made to add 
information to the summary sheet. Lower cost coverage for large urban facilities prompted a 
discussion of electronic medical records and the impact to the facilities. It was determined that a 
survey could be helpful in determining how certain costs could impact the rate. The cost centers 
Health and Subsistence, Other Operating and Plant Operating are grouped together as 
Combined Non-Direct Care on the summary sheet. Value Based Purchasing (VBP) options were 
discussed. A comprehensive list of nursing facility VBP options was provided that identified 
three types of measures, Quality of Care, Quality of Life, and Other Measures.  
 
November 20, 2019 
Meeting was held via Webinar and Conference Call at 11:00 a.m. CST. Changes to the rate model 
included calculating FY 2021 rates with and without the 8% increase limit. Inflation was changed 
to 12/31/2021. A worksheet with VBP options was added to the rate model. Data used in the 
rate model for VBP was “dummy” data to show how model works. A discussion on Property 
reimbursement included lease limits and if it impacts rates. A current capital limit of $17.92, 
related party leases and new construction were discussed. Questions for the rate study survey 
were reviewed and suggestions were made to clarify the intent. The rate model will be shared 
with members with only “green” cells available for changing. Any scenarios a member would like 
to share can be saved in the new tab and discussed at the next meeting. Proposed content of 
the Legislative Report was reviewed and an estimated timeline suggested. 
 
December 4, 2019 
Meeting was held at RedRossa Italian Grille in Pierre, SD and via Webinar and Conference Call at 
10:30 a.m. CST. Received one survey back and suggestions were made to increase participation. 
Associations should let homes know the importance of the survey and sending an email every 
week is a couple of the suggestions. A walk-through the rate model discussing the rate 
parameters was conducted. Additional review of the VBP options was discussed. Health 
inspections tied to VBP makes some members nervous. An outline of the Legislative report was 
proposed. Target is to get to Legislature by middle of January.  
 
December 18, 2019 
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Stakeholder Workgroup 

Meeting was held via Webinar and Conference Call at 11:00 a.m. CST. Twenty-five completed 
surveys have been received. That is 25% of the total sent out. Myers and Stauffer has not 
started tabulating the data and will provide a report at next meeting.  A reminder to complete 
the survey should be sent out to homes by the associations. A walk-through of the rate model 
was conducted demonstrating the changes. A Scenarios comparison worksheet was added to 
the rate model and members were encourage to work with the model. The proposed timeline 
and content for the Legislative Report was reviewed. 
 
January 8, 2020 
Meeting was held via Webinar and Conference Call at 11:00 a.m. CST. Analysis of the survey will 
begin soon. Was hoping to get at least 50% participation. A couple of facilities requested to send 
it in late. Discussion on the rate parameters continued. Requests to remove the 8% overall rate 
limit and remove ceiling from the Direct Care Costs. Model will be updated to identify the Access 
Critical Facilities and their rate methodology. Clarification on what the Legislative Report is to be 
was determined.  
 
January 29, 2020 
Meeting was held at Drifters in Ft. Pierre, SD and via Webinar and Conference Call at 11:00 a.m. 
CST. No additional survey responses were received. Analysis of the survey responses was 
presented. Challenges to why surveys were not submitted and if a request for additional surveys 
should be made were discussed. There was discussion of the possibility of reimbursement falling 
behind in capital lease costs and medical director costs. The rate model was updated to include 
the Critical Access facilities and 638 facilities. A few suggestions for modeling different property 
options were discussed. Extraordinary Care expenditures were reviewed. It would eliminate the 
administrative burden if the process could be streamlined. Review of the current RUG categories 
will be reviewed to determine if it can be used. Also, BIMs score or CPS score maybe used for 
the behavioral health group. Discussion regarding PDPM implementation and an Optional State 
Assessment (OSA) could be used to model for PDPM. An appeal could be made to keep section 
G on the OBRA assessments. 
 
February 26, 2020 
Meeting was held via Webinar and Conference Call at 11:00 a.m. CST. A cost-limit option for the 
property reimbursement was discussed. Rate model will calculate using either the limit or 
ceiling. Rebasing would encourage new construction where appropriate and promote access to 
care. Also noted was that cost report data has costs associated with old buildings and it would 
take too long to recover costs for improvements. Fair Rental Value (FRV) is one option to 
determine what current costs should be. MDS analysis for Extraordinary Care payments did not 
show a correlation between current payments and the data. Intent is to make it objective 
instead of requesting additional documentation. Changing to MDS data may have significant 
impact to some facilities. A plan to bridge OSAs for PDPM implementation was discussed.  
 
June 3, 2020 
Meeting was held via Webinar and Conference Call at 11:00 a.m. CST. A summary of the work 

completed by Myers and Stauffer and the Department since the last workgroup meeting was 
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Stakeholder Workgroup 

discussed. A review of the draft report outline for the final report was conducted. The limit 

options were presented in three scenarios. The analysis compared the fiscal impact of the 

different options for Direct Care, General Administrative, and Non-Direct Care. One scenario 

involved the current methodology with rebasing, a second scenario involved moving to a single 

limit with an overall budget neutral outcome, and a third scenario included a single limit set at 

the maximum ceiling percentage under the current methodology. Impact to facilities was 

minimal in each case. Property reimbursement options were discussed and included current 

reimbursement rates, current methodology with rebasing, updated limit methodology with 

rebasing, and a rudimentary fair rental value system. Options for standardizing the additional 

pay for Extraordinary Care were presented. The goal of creating a more objective and consistent 

methodology would eventually reduce administrative burdens for both facilities and state 

regulators. A Value Based Purchasing Model Template was reviewed. Various options were 

presented such as, reductions to incentives based on CMS Five-Star rating, rating for staffing and 

quality measures. Funding options for VBP were also discussed. CMS announced plans to 

continue gathering Section G data on quarterly and annual non-Medicare OBRA assessments in 

a memo titled PDPM Calcs Using OBRA Assessments. The State may continue to make RUGS 

calculations without the use of OSAs. Some analysis for comparing PDPM to RUGs could be 

completed as early as the first quarter of 2021. 
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Model 

Patient Driven Payment Model 

Addressing the implications of the new CMS Patient Driven Payment Model (PDPM) was one of the 

primary tasks identified for this project. Although CMS implemented this new system for the Medicare 

reimbursement program, there are related policy decisions that could have a direct impact on the South 

Dakota Medicaid nursing home reimbursement system. The circumstances regarding PDPM changed 

multiple times throughout the course of the rate review. This situation forced the Department to 

formulate and later amend plans to address the changing CMS policies. As of this writing, the data 

necessary to continue the current Resource Utilization Groups (RUG)-based resident-specific acuity 

adjustment is expected to be available through at least September 30, 2021. Beginning October 1, 2020, 

the Department will also have the ability to begin accumulating PDPM data for all nursing facility 

residents. This will allow for initial analysis comparing PDPM acuity measures to RUG acuity measures to 

occur as early as January of 2021. However, it will take much longer to accumulate the data necessary to 

complete a thorough analysis of PDPM options. This analysis needs to be completed before a thoughtful 

transition to PDPM can be completed. Ideally this transition would not occur until July 1, 2023 or after. 

However, the Department could possibly move to PDPM sooner just with less certainty about the 

potential impact. The sections that follow provide a summary of the different circumstances that the 

Department has attempted to mitigate with its PDPM implementation plans. 

Initial PDPM Implementation Plan 

The Department’s initial PDPM implementation plan was developed with the understanding that the 

primary implications for the South Dakota Medicaid nursing home reimbursement system were that a 

considerable amount of Medicare assessment data would cease to be collected beginning October 1, 

2019, and system data needed to calculate RUGs classification codes would no longer be included in the 

MDS data set as of October 1, 2020.  

The concern over the reduction in Medicare assessment data stemmed from the CMS plan to eliminate 

follow-up assessments and utilize only five-day assessments for PDPM. Because data from all 

assessments is used to establish a base acuity measure in the South Dakota payment system, there was 

concern that the elimination of the Medicare follow-up assessments could distort overall acuity 

calculations. CMS recognized that removing these assessments might impact Medicaid programs and 

therefore provided an alternative way for states to capture additional assessment data. That alternative 

involved the use of Optional State Assessments (OSA) to take the place of the follow-up assessments 

being eliminated. To estimate the potential impact of removing the follow-up assessment data we 

calculated average case mix values using current assessment information both with and without the 

Medicare follow-up assessments. We determined that the impact of removing those assessments would 

likely be very minimal, most likely resulting in a change in the overall CMI of less than 2%. This analysis is 
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Patient Driven Payment 
Model 

shown in the table below. Based on this analysis it was determined that utilizing OSAs to capture 

additional assessment information would not be beneficial. 

Table 1: Impact of Removing Medicare Follow-Up Assessments on Overall CMI 

 

Addressing the second issue of RUG data elements being removed from the assessment data created 

greater concern since the plan CMS announced did not provide for a transition period where states 

could evaluate both existing RUG based acuity adjustments and PDPM based adjustments. The OSA 

again provided an opportunity for states to capture additional data to take the place of information CMS 

would no longer collect. Therefore the Department adopted the plan to require OSAs to be completed 

for all assessments beginning July 1, 2020. The OSAs would be used to capture all of the current MDS 

Section G questions and a few other data elements that are necessary to compute RUG classifications. 

This plan evolved through multiple discussions between Myers and Stauffer, the DHS LTSS staff, and the 

other members of the Stakeholder Workgroup. At the time it, this option appeared to be the only way 

to continue the resident-specific RUG based acuity adjustments that are a core component of the South 

Dakota nursing home reimbursement system.  

Revised PDPM Implementation Plan 

The revised PDPM implementation plan was developed once CMS announced that the proposed 

changes to the MDS data elements for October 1, 2020 would not be implemented and therefore the 

information needed for RUG classifications would continue to be collected on all MDS assessments. 

Since CMS traditionally makes adjustment to the MDS data set just once each year effective with the 

start of the federal fiscal year, it appears this current situation may continue through at least September 

30, 2021. CMS has also given states the option to begin collecting the data elements needed for PDPM 

calculations on most non-Medicare assessments beginning October 1, 2020. This data is currently 

collected on only the Medicare assessments. With this option states will now have the ability to capture 

the data necessary to make PDPM classification calculations for all South Dakota nursing facility 

residents. Although it will take several months to accumulate enough data to analyze implementing a 

PDPM based acuity adjustment process for the South Dakota system, this current circumstance does put 

the State in a much better position to consider that transition. 

Assessment Average Assessment Average Average %

Count CMI Count CMI CMI Change

Quarter 1 2018 5,411 1.1900 5,411 1.2096 0.0196 1.64%

Quarter 2 2018 5,197 1.1600 5,197 1.1776 0.0176 1.52%

Quarter 3 2018 5,069 1.1700 5,069 1.1951 0.0251 2.14%

Quarter 4 2018 4,941 1.1700 4,941 1.1946 0.0246 2.10%

Total CY 2018 20,618 1.1725 20,618 1.1942 0.0217 1.85%

Period

Change in CMIAll Residents CMI Before All Residents CMI After
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These more recent developments triggered a re-evaluation of the initial PDPM implementation plan and 

eventually led to a revised plan. Collecting OSAs to capture section G and other RUG data no longer 

provided a benefit since that data will now continue to be captured through the regular assessment 

process. The option to add PDPM data elements to non-Medicare assessments beginning October 1, 

2020 also protects the State’s ability to begin analyzing PDPM acuity information on the same timeline 

that was anticipated. Therefore the Department adopted a plan to continue the current RUG based 

acuity adjustments, add the PDPM data elements to non-Medicare assessments on October 1, 2020, and 

begin analysis of PDPM acuity information in January of 2021. The Department will continue with RUG 

based acuity adjustments until that option can no longer be supported or until a thorough analysis of 

transitioning to PDPM can be completed.  
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Analysis and Findings 

Analysis of Current Methodology 

Myers and Stauffer built the Rate Model to first mirror the calculation of rates using the current rate 

methodology. We worked with LTSS staff to ensure the rate calculations performed as expected. This 

effort provided the ability to calculate rebased rates using the current rate parameters. This established 

a baseline for comparing other rate parameter options. 

Rates were calculated for FY 2022 under the current reimbursement methodology in order to establish a 

baseline for rebasing rates under the current methodology. Cost data from each provider’s fiscal year 

ending in 2018 was used. The data was inflated to the midpoint of the FY 2022 rate period, which is 

December 31, 2021. The tables presented in this section show the general settings used for the modeled 

rate calculations, the specific rate parameters used for each cost center, and the overall rate parameters 

applied to the calculation. 

The tables also show statistics that can be used to help evaluate the impact of the rate methodology. 

These statistics include the weighted average per diem rate, the maximum rate, the minimum rate, the 

average cost coverage, and the number of facilities impacted by the cost center ceilings. The analysis is 

broken apart for each cost center so that the impact to each cost center can be reviewed. There is also a 

section for general settings and overall analysis. The following tables are included; General Rate 

Parameters, Direct Care Cost Center Parameters and Analysis, General Administrative Cost Center 

Parameters and Analysis, Combined Non-Direct Care Parameters and Analysis, Capital Cost Center 

Parameters and Analysis, and Overall Rate Parameters and Analysis. 

The Overall Rate Parameters and Analysis table shows the same statistics that are presented for each of 

the cost centers but also includes a pro forma calculation showing the total estimated gross cost of 

rebasing. This total cost estimate is calculated by summing the products of each facility’s estimated rate 

and their estimated days. This total is not adjusted for client charges paid directly to the facility that 

reduce the State’s actual expenditures. The total also does not include other program expenditures for 

swing beds, extraordinary care, crossover payments, or add pays. It is simply the total estimated cost of 

the calculated per diem rates.  

 

 

General Rate Parameters 

The general rate parameters applied for the rebasing calculation included using the 2018 cost data, and 

applying inflation through December 31, 2021 using the CPI index. A total of 101 facilities were included 
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in the modeling, including 19 hospital based facilities and 82 free standing facilities. Statistical analysis is 

also provided for urban (26) and rural (75) facilities, small (65) and large (36) facilities, as well as access 

critical facilities (9), and one 638 facility. 

Table 2: General Rate Parameters for Rebasing FY 2022 Rates 

 

Direct Care Cost Center Parameters and Analysis 

For the Direct Care cost center the type of rate modeled is the current cost-based rates with two 

ceilings, referred to in the model as Cost-Ceilings. The current occupancy rule was applied. The overall 

CMI calculation excluded Medicare. The Medicaid CMI calculation used 2020 data. The maximum ceiling 

was set at 125% of the median cost and came to $18.14. The minimum ceiling was set at 115% of the 

median and came to $99.49. Providers with a CMI less than 1.0 were excluded from the median array 

used to calculate the ceilings. Costs for Access Critical and 638 facilities were not subject to cost ceilings. 

The rebasing analysis showed that the weighted average Direct Care per diem calculated out to $98.87, 

with the maximum per diem coming in at $181.96 and the minimum per diem being $61.03. Average 

cost coverage for Direct Care costs is 97.99%. There are 14 facilities impacted by the maximum ceiling 

and 22 impacted by the minimum ceiling. Cost coverage for hospital based facilities is 95%, but cost 

coverage exceeded 97% for all other facility groups. 

Table 3: Direct Care Cost Center Parameters for Rebasing FY 2022 Rates 

 

 

 

 

 

General

Cost Report Data for Fiscal Years Ending in:  2018 Rate Analysis Groupings:

HB/FS: Hospital Based (shared costs with hospital) vs. Free Standing Facilities

Inflation Options: U/R: Urban (within OMB defined CBSA) vs. Rural

Index: CPI Through Date:  12/31/21 S/L: Small vs. Large Facilities Small Facilites are < or = 60 beds

Rate comparison Options: Analysis Group: All HB FS U R S L AC NFs 638 NFs

Fiscal Year: 2021 Count: 101 19 82 26 75 65 36 9 1

Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Ceilings 1 Y Wtd. Avg. Rate: 101.16$ 113.08$ 98.68$   105.18$ 99.64$   94.17$   107.40$ 104.65$ 94.67$   

Maximum Rate: 186.17$ 186.17$ 145.39$ 145.39$ 186.17$ 186.17$ 145.39$ 186.17$ 94.67$   

CMI Data Options: Minimum Rate: 62.44$   64.49$   62.44$   73.37$   62.44$   62.44$   80.24$   64.49$   94.67$   

Overall CMI Calculation Exclude Mdcr Average Cost Coverage: 97.99% 95.01% 98.61% 98.20% 97.91% 99.37% 96.75% 100.00% 100.00%

Medicaid CMI Source 2020 Facilities Impacted by Max Limit 14 5 9 4 10 5 9 0 0

Facilities Impacted by Min Limit 22 7 15 9 13 8 14 0 0

Ceiling/Limit/Price Calculations:

Median 88.52$          Special Limits/Ceilings Maximum Rate @ CMI 1.0:

Max. Ceiling/Limit/Price 125% 110.65$        AC NFs: 100% of costs. 108.88$ 

Min. Ceiling 115% 101.80$        638 NFs: 100% of costs.

Exclude CMI < 1.0: Y
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General Administrative Cost Center Parameters and Analysis 

For the General Administrative cost center the type of rate modeled for FY 2022 rebasing was the 

current methodology with rates based on costs and two ceilings applied to rate calculations. The 

occupancy rule was applied to this cost center. The model included the option to group General 

Administrative costs together with other non-direct costs but that was not selected for the rebasing 

model. The maximum ceiling was set at 110% of the median cost and came to $20.52. The minimum 

ceiling was set at 105% of the median cost putting it at $19.58.  

The statistical analysis of the General Administrative rate modeling showed that the average per diem 

rate for this cost center would be $19.55, with a maximum rate of $32.88 and a minimum rate of 

$10.85. There are 73 facilities that would be impacted by the maximum ceiling, and 76 that would be 

impacted by the minimum ceiling. The average cost coverage would be 73.97% for this cost center. Cost 

coverage would be lowest for urban facilities, coming in at 65%. 

Table 4: General Administrative Cost Center Parameters for Rebasing FY 2022 Rates 

 

Combined Non-Direct Care Parameters and Analysis 

For the Combined Non-Direct Care cost center rates were calculated using a cost-based calculation with 

two ceilings reflecting the current reimbursement methodology. The occupancy rule was applied to 

these costs. A maximum ceiling was set at 110% of the median cost and came to $78.18. A minimum 

ceiling was set at 105% of the median costs resulting in $74.62.  

The statistical analysis of the Combined Non-Direct Care rate calculations showed that the average rate 

would be $68.66, with a maximum rate of $77.47, and a minimum rate of $42.35. The average cost 

coverage for all facilities in this cost center came to 96.31%. There would be 24 facilities impacted by the 

maximum ceiling and 34 impacted by the minimum ceiling. Hospital based facilities had the lowest cost 

coverage statistic at 91%. 

General Administrative

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Ceilings 1 Y Wtd. Avg. Rate: 20.00$   19.12$   20.18$   20.41$   19.84$   19.83$   20.15$   18.77$   33.64$   

Maximum Rate: 33.64$   20.80$   33.64$   20.80$   33.64$   33.64$   20.80$   20.03$   33.64$   

Other Rate Options: Minimum Rate: 11.10$   11.10$   13.97$   14.10$   11.10$   11.10$   14.08$   11.10$   33.64$   

Include with Non-Direct N Average Cost Coverage: 73.97% 77.51% 73.23% 65.28% 77.24% 78.14% 70.24% 74.85% 100.00%

Facilities Impacted by Max Limit 73 12 61 22 51 45 28 7 0

Facilities Impacted by Min Limit 76 12 64 23 53 46 30 7 0

Ceiling/Limit/Price Calculations

Median 19.08$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 110% 20.99$          AC NFs: 105% of median. 20.03$          20.80$   

Min. Ceiling 105% 20.03$          638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Exclude Chains Y
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Table 5: Combined Non-Direct Care Cost Center Parameters for Rebasing FY 2022 Rates 

 

Capital Cost Center Parameters and Analysis 

The rate components for the Capital cost center were determined using the current capital per diems. 

This included applying the current ceiling of $17.62. 

The statistical analysis of the modeled Capital rate components shows that the average Capital per diem 

would be $10.96. The maximum Capital per diem would be $17.62, and the minimum Capital 

component would be $0.54. There would be 19 facilities that would be impacted by the ceiling for the 

Capital cost center. The average cost coverage for the modeled Capital rates was 93.25%. Large nursing 

facilities (greater than 60 beds) would have the lowest cost coverage statistic at 90%.  

Table 6: Capital Cost Center Parameters for Rebasing FY 2022 Rates 

 

Overall Rate Parameters and Analysis 

There is a limit applied to the total calculated rates. For regular nursing facilities this limit is 8%. The 

rebased rates for these facilities could not exceed 108% of the previous rate. The limit increase is raised 

to 10% for AC NFs and 638 NFs. 

The statistical analysis for the overall rates showed that the weighted average rate would be $171.27. 

With 998,827 Medicaid days projected for FY 2022, this would result in total estimated costs of 

$171,073,869. This estimate is not adjusted to account for client charges paid directly to facilities. Those 

payments would reduce the cost incurred by the State. Nor does it include allowances for swing bed 

payments, extraordinary care payments, crossover payments, or add pay payments. 

Combined Non-Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Ceilings 1 Y Wtd. Avg. Rate: 70.26$   74.44$   69.39$   68.77$   70.82$   68.87$   71.50$   71.66$   78.28$   

Maximum Rate: 79.28$   79.28$   79.28$   79.28$   79.28$   79.28$   79.28$   79.28$   78.28$   

Minimum Rate: 43.34$   56.93$   43.34$   52.08$   43.34$   43.34$   52.08$   58.11$   78.28$   

Average Cost Coverage: 96.31% 90.98% 97.42% 98.56% 95.47% 97.31% 95.42% 94.74% 99.40%

Facilities Impacted by Max Limit 24 10 14 2 22 13 11 4 0

Facilities Impacted by Min Limit 34 14 20 7 27 21 13 4 1

Ceiling/Limit/Price Calculations

Median 72.74$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 110% 80.01$          AC NFs: 105% of median. 76.38$          79.28$   

Min. Ceiling 105% 76.38$          638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Capital

Type of Rate: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Current 0 Wtd. Avg. Rate: 10.96$   8.31$     11.51$   12.41$   10.41$   8.69$     12.98$   8.98$     3.91$     

Maximum Rate: 17.62$   17.62$   17.62$   17.62$   17.62$   17.62$   17.62$   17.62$   3.91$     

Minimum Rate: 0.54$     1.29$     0.54$     3.13$     0.54$     0.54$     3.50$     1.29$     3.91$     

Average Cost Coverage: 93.25% 94.66% 92.96% 91.90% 93.76% 97.21% 89.73% 90.43% 100.00%

Facilities Impacted by Limit 19 3 16 7 12 7 12 2 0

Ceiling/Limit/Price Calculations

Median 10.91$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit 160% 17.62$          AC NFs: 105% of median. 11.46$          17.62$   

Min. Ceiling NA 638 NFs: 100% of costs.
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The maximum calculated rate for this methodology was $225.17. The minimum calculated rate was 

$127.27. There are 91 facilities that would be limited by the cap on overall rate increases. Overall cost 

coverage came to an average of 85.16%. Hospital based providers and large nursing homes would have 

the lowest cost coverage at 83% for each group. 

Table 7: Overall Parameters for Rebasing FY 2022 Rates 

 

This initial modeling task accomplished two things. First it provided an estimated cost of rebasing for FY 

2022. Second it established a baseline for evaluating the fiscal impact of other rate setting options. The 

total estimated cost of the FY 2022 per diem rates calculated under this model came to $171,366,000. 

This would result in a cost savings of $2,921,788 compared to the total estimated costs of the FY 2021 

per diem rates of $174,287,788. The estimated cost of the FY 2022 can also be used as a base cost to 

determine the fiscal impact of other rate setting options.  

Overall Analysis

Estimated Fiscal Impact Rate Analysis All HB FS U R S L AC NFs 638 NFs

Wtd. Avg. Rate Wtd. Avg. Rate: 171.57$ 184.78$ 168.82$ 172.82$ 171.10$ 167.05$ 175.60$ 191.09$ 210.50$ 

Medicaid Days Maximum Rate: 225.37$ 225.37$ 210.99$ 210.99$ 225.37$ 225.37$ 201.81$ 225.37$ 210.50$ 

Estimated Cost Minimum Rate: 127.27$ 137.98$ 127.27$ 127.27$ 129.42$ 127.27$ 142.42$ 137.98$ 210.50$ 

Estimated VBP Payments Average Cost Coverage: 83.51% 81.34% 83.96% 82.83% 83.77% 86.25% 81.07% 91.25% 105.21%

Total Wtd. Avg. Rate Facilities Impacted by Increase Limit: 93 17 76 26 67 57 36 4 0

Impose Increase Limit: Reg NF Increase Limit %: AC NF Increase Limit %: 638 NF Increase Limit %:

Y 8% 10% 10%

171.57$                                   

998,827                                   

171,365,999.89$                  

1,874,240.00$                       

173.44$                                   
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Strengths and Weaknesses of the Current Methodology 

One of the discussion items for the first meeting of the Stakeholder Workgroup was strengths and 

weaknesses of the current South Dakota Medicaid nursing facility reimbursement system. Members 

were asked to share their views on the strengths and weaknesses of the current rate setting 

methodology. The resident-specific acuity adjustment was the most commonly cited strength of the 

reimbursement system. Other strengths that were noted included on-time payments, the bed hold 

policy for therapeutic and hospital stay days, and the incorporation of therapy into Direct Care.  

Comments about the weaknesses of the current methodology were much more varied and extensive. 

One area cited as a weakness by multiple workgroup members is the current capital reimbursement. 

One workgroup member noted that the capital reimbursement component of the rates has not lead to 

the replacement of aging facilities and that the average age of nursing facility buildings in the state is 

now 47 years. Other workgroup members stated that capital costs are not adequately realized, and that 

lease costs are not recognized. Other weaknesses to the system that were noted included; cost center 

limits that may be too narrow leading to rates getting further and further away from actual costs, 

technology costs that are not realized, not having a provider tax, the awkward process for extraordinary 

care payments, and Alzheimer’s/other memory care patient that are not adequately recognized by the 

case mix system. The fact that rates have not been rebased in many years contributes heavily to many of 

these issues especially the concern that the rates seem to be getting further and further away from 

actual costs and that they fail to realize current technology costs. 

These comments helped to shape the analysis that Myers and Stauffer completed. Almost every one of 

the weaknesses noted was studied through the rate review. In some cases that analysis evolved into 

recommendations that are included in the Recommendations section of this report. 

Although the strengths that were noted did not always trigger additional analysis, some did provide 

noteworthy insight. In particular the resident-specific acuity adjustment is notable. This is likely the most 

sensitive Medicaid case mix system in the country. Most case mix systems rely on facility average case 

mix values established from data accumulated months in advance of the actual service date. In these 

systems a base rate is established from cost report and case mix data from the most recent fiscal year 

preceding the rate period. The rate for a particular calendar quarter is then established by adjusting the 

base rate to reflect more current Medicaid case mix information. However, there is usually a lag time of 

at least one quarter between the Medicaid case mix data period and the rate period. Furthermore these 

systems rely on facility average case mix calculations thus the payment rate may not match the acuity 

for any specific resident because it is calculated from a prior period and reflects the average Medicaid 

acuity rather than the acuity of the specific resident.  
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The South Dakota acuity adjustment is more specific and timely. It still relies on historical cost data and 

facility average case mix information from the most recent fiscal year to establish base rates. However, 

those rates are adjusted for each individual resident based on the most recent assessment available for 

that resident. This means that the payment rate for any specific resident reflects the acuity of that 

resident as determined by the most recent assessment completed for them. The figures below attempt 

to illustrate the differences between case mix systems that use facility average case mix data versus a 

resident-specific case mix system like South Dakota.  

 

 

 

 

In the example shown a base rate is established from the provider’s most recent fiscal year cost report (01/01/19 to 

12/31/19). The base rate is established relative to a case mix index (CMI) determined from case mix data that 

corresponds to the cost report period. That rate is then adjusted for the payment period (07/01/20 to 09/30/20) using 

a facility Medicaid average CMI calculated from case mix data for a quarter preceding the rate effective date 

(01/01/20 to 03/31/20). Throughout the payment period the CMI would remain fixed. 

 

 

 

 

In this example a resident-specific case mix system a base rate is still established from the provider’s most recent fiscal 

year cost report (01/01/19 to 12/31/19). The base rate is again established relative to a case mix index (CMI) 

determined from case mix data that corresponds to the cost report period. However, that rate is then adjusted for the 

payment period (07/01/20 to 09/30/20) using a resident specific CMI determined from information taken from the 

resident’s most recent quarterly assessment (04/01/20 to 06/30/20). During the rate period the CMI would be updated 

to reflect any more current assessment completed for the resident. 

Resident-specific case mix systems are not without flaws. They do not allow the provider to review the 

case mix information used to determine the payment rate. They also require the facility to accept 

multiple payment rates from the Medicaid system. However, resident-specific case mix systems do 

reflect the most current case mix information available for each resident. This makes these systems 

more responsive to changes in acuity than a facility average case mix system and for that reason can be 

considered a strength of the South Dakota Medicaid nursing facility reimbursement program.  

Medicaid Rate Period 
07/01/20 to 09/30/20 

Facility Average 
Medicaid CMI Period 
01/01/20 to 03/31/20 

Cost Report and Base 
CMI Period 

01/01/19 to 12/31/19 

Figure 6: Facility Average Case Mix System Example 

Medicaid Rate Period 
07/01/20 to 09/30/20 

Resident Assessment 
and CMI Period 

04/01/20 to 06/30/20 

Cost Report and Base 
CMI Period 

01/01/19 to 12/31/19 

Figure 7: Resident-Specific Case Mix System Example 
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Provider Surveys 

During the initial Workgroup meeting some comments were shared about expenses that are not 

captured by the current cost report nor reflected in the reimbursement rates. The expenses identified 

included the cost of leases, the cost of electronic health records, and the cost of telehealth services. In 

order to gather additional information not collected in the Medicaid cost reports or available through 

other sources Myers and Stauffer developed a provider survey. The Workgroup provided additional 

input during the development of the survey questions and recommended that Medical Director costs 

also be gathered. The final survey included sections on information technology costs (including 

telehealth and electronic health records), capital lease costs, and Medical Director costs. A copy of the 

survey form is included in Appendix C. 

Information Technology Costs 

Providers were asked to report their electronic medical records (EMR) and telehealth costs. They were 

asked to report their one-time IT system and hardware costs for the 2017 and 2018 for EMR and 

telehealth separately. The costs reflected the initial purchase price of all hardware for EMR and 

telehealth. Providers were also asked to report the annual software lease costs per year over the last 

two years. The chart in Table 8 below, shows the average cost for the EMR and telehealth for each year. 

The EMR costs decreased slightly from 2017 to 2018 and telehealth cost more than doubled over the 

prior year. 

Table 8: Average EMR and Telehealth costs 

 

Providers were asked to report if their 2018 software costs for EMR and telehealth are ongoing or not 

ongoing. The chart in table 9 below, shows the percentage that is ongoing and not ongoing for EMR and 

telehealth. The 2018 EMR costs are almost entirely ongoing and about three-fourths of the telehealth 

costs are ongoing. 

Table 9: Percent of providers with ongoing costs 
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 Providers were asked to report their IT system training costs per year over the last two year for EMR 

and telehealth. Included in the costs are initial and on-going costs. The chart in table 10 below, shows 

the average IT training costs separately for years 2017 and 2018. Thirteen responses were reported for 

EMR and eight for telehealth. The IT training costs have increased for both EMR and telehealth over the 

prior year. 

Table 10: Average IT Training Costs 

 

Capital Lease Costs 

Providers were asked to answer yes or no whether they lease the building and if so, if the lease is with a 

related party. Thirty-four providers responded. The chart in table 11 below, shows that ninety-seven 

percent of the providers responded that they own the building and out of the three percent that do 

lease did not lease from a related party.  

Table 11: Percentage of providers with leased buildings and percent with related party 

 

If providers leased their building, they were asked to list the annual lease costs for the last two years. 

Two providers responded. The chart in table 12 below, shows the average annual lease expense 

remained the same for 2017 and 2018.  

Table 12: Average annual lease costs 

 

Next, providers were asked yes or no, if the lease costs are reported on the cost report on line F-6, Rent 

facility & Grounds. Three providers responded. The chart in table 13 below, shows sixty-seven percent 
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responded the building lease costs are reported on the cost report on line F-6 and thirty-three 

responded they are not.  

Table 13: Percent of providers reporting lease costs on cost report 

 

Providers were asked a yes or no question whether other expenses are also reported on the cost report 

in line F-6, Rent facility & Grounds. Three responses were completed. The chart in table 14 below, shows 

all three providers responded that other expenses are not reported on the cost report in line F-6, Rent 

facility & Grounds.  

Table 14: Percent of providers with other expenses reported on the costs report 

 

If providers leased their building, they were asked to identify if the Lessee or Landlord is the responsible 

party for capital improvements. Two providers replied. The chart in table 15 below, shows that both 

identified the Landlord is the responsible party.  

Table 15: Responsibility for capital improvements 
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If the lessee is the responsible party then they were asked to report improvement costs for the last two 

years. Two responses were received, where one provider indicated zero costs. The chart in table 16 

below, show the average capital improvement cost for the two years. 

Table 16: Average capital improvement costs 

 

Medical Director Costs  

Providers were asked to report the wages/salaries, taxes and benefits costs associated with the Medical 

Director, if they are a member of the staff at their facility, over the last two years. The chart in table 17 

below, shows the average salary costs, contract fees, and other costs for Medical Directors. Nine surveys 

included responses for salary costs. The average salary cost increased by about one-third over the prior 

year. Thirty-four surveys included responses for contract fees. The average contract fee for Medical 

Directors decreased slightly over the prior year. The average other costs for Medical Director decreased 

significantly over the prior year with thirteen responses for 2017 and twelve for 2018. The last question 

on the survey requested providers to report their annual costs for other physician services (including 

telemedicine) over the last two years. Ten providers responded with zero expenses for both years. 

Table 17: Average Medical Director Costs 
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Reimbursement Parameters Reviewed 

Myers and Stauffer built the Rate Model to enable users to evaluate different parameters within the 

rate setting methodology. This included the ability to adjust the type of rate calculation used for each 

cost center, the ability to turn the occupancy rule calculation on or off, the ability to adjust some 

parameters used in CMI calculations, the ability to set the percentage used to establish ceilings, the 

ability to group non-direct care costs together or keep them separated, and the ability to turn the 

overall increase limit on or off and to adjust the cap on the increase limit when it is applied. We 

demonstrated making adjustments to these parameters for the Workgroup. We also informed them 

that additional settings could be added to the model to incorporate any additional options they would 

like to investigate. 

What follows are a couple of examples of how various options in the rate setting model could be used to 

explore changes to the rate setting methodology. These examples are presented just to illustrate the 

modeling capabilities provided to the Workgroup.  

One of the key modeling options discussed was the ability to choose different types of rate calculations. 

For example for the General Administrative cost center three types of rates were included as options. 

The current methodology using a cost-based rate calculation with two ceilings was labeled as Cost-

Ceilings. A second rate option included in the model was a cost based calculation using a single limit 

which was titled Cost-Limit. A final rate type option was Price, where a set price would be established 

for all providers for this cost center. The following tables show each of these three rate type options and 

the analysis generated by the model to enable users to evaluate each option. 

Table 18: Cost-Based Rate Calculation with Two Ceilings 

 

General Administrative

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Ceilings 1 Y Wtd. Avg. Rate: 20.00$   19.12$   20.18$   20.41$   19.84$   19.83$   20.15$   18.77$   33.64$   

Maximum Rate: 33.64$   20.80$   33.64$   20.80$   33.64$   33.64$   20.80$   20.03$   33.64$   

Other Rate Options: Minimum Rate: 11.10$   11.10$   13.97$   14.10$   11.10$   11.10$   14.08$   11.10$   33.64$   

Include with Non-Direct N Average Cost Coverage: 73.97% 77.51% 73.23% 65.28% 77.24% 78.14% 70.24% 74.85% 100.00%

Facilities Impacted by Max Limit 73 12 61 22 51 45 28 7 0

Facilities Impacted by Min Limit 76 12 64 23 53 46 30 7 0

Ceiling/Limit/Price Calculations

Median 19.08$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 110% 20.99$          AC NFs: 105% of median. 20.03$          20.80$   

Min. Ceiling 105% 20.03$          638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Exclude Chains Y
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Table 19: Cost-Based Rate Calculation with Single Limit 

 

Table 20: Price-Based Rate Calculation Set at the Median Cost 

 

Another rate setting option included for each cost center was the ability to adjust the limit calculation. 

The two tables that follow show the difference between setting a Direct Care rate using a single limit set 

at 125% of the median cost, versus setting that limit at 120% of the median cost. 

Table 21: Cost-Based Direct Care Rate with Single Limit at 125% of Median Cost 

 

Table 22: Cost-Based Direct Care Rate with Single Limit at 120% of Median Cost 

 

General Administrative

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Limit 0 Y Wtd. Avg. Rate: 20.19$   19.43$   20.35$   20.58$   20.05$   20.07$   20.31$   19.54$   33.64$   

Maximum Rate: 33.64$   20.99$   33.64$   20.99$   33.64$   33.64$   20.99$   20.99$   33.64$   

Other Rate Options: Minimum Rate: 11.10$   11.10$   13.97$   14.10$   11.10$   11.10$   14.08$   11.10$   33.64$   

Include with Non-Direct N Average Cost Coverage: 74.60% 78.49% 73.80% 65.81% 77.92% 78.94% 70.73% 77.48% 100.00%

Facilities Impacted by Max Limit 73 12 61 22 51 45 28 7 0

Facilities Impacted by Min Limit 0 0 0 0 0 0 0 0 0

Ceiling/Limit/Price Calculations

Median 19.08$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 110% 20.99$          AC NFs: 105% of median. 20.03$          20.99$   

Min. Ceiling 105% NA 638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Exclude Chains Y

General Administrative

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Price 2 Y Wtd. Avg. Rate: 19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   

Maximum Rate: 19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   

Other Rate Options: Minimum Rate: 19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   19.08$   

Include with Non-Direct N Average Cost Coverage: 72.99% 81.62% 71.20% 62.29% 77.02% 78.34% 68.21% 81.86% 56.72%

Facilities Impacted by Max Limit 78 13 65 24 54 47 31 7 0

Facilities Impacted by Min Limit 0 0 0 0 0 0 0 0 0

Ceiling/Limit/Price Calculations

Median 19.08$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 100% 19.08$          AC NFs: 105% of median. 20.03$          19.08$   

Min. Ceiling 105% NA 638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Exclude Chains Y

Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Limit 0 Y Wtd. Avg. Rate: 101.49$ 113.82$ 98.92$   105.58$ 99.94$   94.29$   107.91$ 104.65$ 94.67$   

Maximum Rate: 186.17$ 186.17$ 145.39$ 145.39$ 186.17$ 186.17$ 145.39$ 186.17$ 94.67$   

CMI Data Options: Minimum Rate: 62.44$   64.49$   62.44$   73.37$   62.44$   62.44$   80.24$   64.49$   94.67$   

Overall CMI Calculation Exclude Mdcr Average Cost Coverage: 98.23% 95.54% 98.78% 98.49% 98.12% 99.47% 97.12% 100.00% 100.00%

Medicaid CMI Source 2020 Facilities Impacted by Max Limit 14 5 9 4 10 5 9 0 0

Facilities Impacted by Min Limit 0 0 0 0 0 0 0 0 0

Ceiling/Limit/Price Calculations:

Median 88.52$          Special Limits/Ceilings Maximum Rate @ CMI 1.0:

Max. Ceiling/Limit/Price 125% 110.65$        AC NFs: 100% of costs. 110.65$ 

Min. Ceiling 115% NA 638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Limit 0 Y Wtd. Avg. Rate: 100.76$ 112.07$ 98.41$   104.80$ 99.23$   94.04$   106.76$ 104.65$ 94.67$   

Maximum Rate: 186.17$ 186.17$ 145.39$ 145.39$ 186.17$ 186.17$ 145.39$ 186.17$ 94.67$   

CMI Data Options: Minimum Rate: 62.44$   64.49$   62.44$   73.37$   62.44$   62.44$   80.24$   64.49$   94.67$   

Overall CMI Calculation Exclude Mdcr Average Cost Coverage: 97.70% 94.29% 98.41% 97.95% 97.61% 99.27% 96.30% 100.00% 100.00%

Medicaid CMI Source 2020 Facilities Impacted by Max Limit 17 7 10 5 12 7 10 0 0

Facilities Impacted by Min Limit 0 0 0 0 0 0 0 0 0

Ceiling/Limit/Price Calculations:

Median 88.52$          Special Limits/Ceilings Maximum Rate @ CMI 1.0:

Max. Ceiling/Limit/Price 120% 106.22$        AC NFs: 100% of costs. 106.22$ 

Min. Ceiling 115% NA 638 NFs: 100% of costs.

Exclude CMI < 1.0: Y
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Again these examples show the capabilities that users had to investigate different rate setting 

parameters and the impact of different settings. The Workgroup was encouraged to use the model and 

analyze the potential impact of different rate setting options. They were asked to share any 

recommendations for parameter settings that should be analyzed further. The analysis and findings 

presented in the remainder of this section focus on those aspects of the reimbursement system that 

garnered the most discussion. 

Cost Center Ceiling Analysis 

Myers and Stauffer prepared an analysis to evaluate the impact of the dual ceiling approach used in the 

current methodology. This involved running scenarios with rate calculations under the current 

methodology, with the current methodology using just one ceiling per cost center, and the current 

methodology with one ceiling adjusted to a budget neutral level. The tables below show the results of 

this analysis for the Direct Care cost center. 

Table 23: Current Two Ceiling Methodology for Direct Care Cost Center 

 

Table 24: Using One Ceiling Set at the Current Maximum Ceiling for Direct Care Cost Center 

 

Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Ceilings 1 Y Wtd. Avg. Rate: 101.16$ 113.08$ 98.68$   105.18$ 99.64$   94.17$   107.40$ 104.65$ 94.67$   

Maximum Rate: 186.17$ 186.17$ 145.39$ 145.39$ 186.17$ 186.17$ 145.39$ 186.17$ 94.67$   

CMI Data Options: Minimum Rate: 62.44$   64.49$   62.44$   73.37$   62.44$   62.44$   80.24$   64.49$   94.67$   

Overall CMI Calculation Exclude Mdcr Average Cost Coverage: 97.99% 95.01% 98.61% 98.20% 97.91% 99.37% 96.75% 100.00% 100.00%

Medicaid CMI Source 2020 Facilities Impacted by Max Limit 14 5 9 4 10 5 9 0 0

Facilities Impacted by Min Limit 22 7 15 9 13 8 14 0 0

Ceiling/Limit/Price Calculations:

Median 88.52$          Special Limits/Ceilings Maximum Rate @ CMI 1.0:

Max. Ceiling/Limit/Price 125% 110.65$        AC NFs: 100% of costs. 108.88$ 

Min. Ceiling 115% 101.80$        638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Limit 0 Y Wtd. Avg. Rate: 101.49$ 113.82$ 98.92$   105.58$ 99.94$   94.29$   107.91$ 104.65$ 94.67$   

Maximum Rate: 186.17$ 186.17$ 145.39$ 145.39$ 186.17$ 186.17$ 145.39$ 186.17$ 94.67$   

CMI Data Options: Minimum Rate: 62.44$   64.49$   62.44$   73.37$   62.44$   62.44$   80.24$   64.49$   94.67$   

Overall CMI Calculation Exclude Mdcr Average Cost Coverage: 98.23% 95.54% 98.78% 98.49% 98.12% 99.47% 97.12% 100.00% 100.00%

Medicaid CMI Source 2020 Facilities Impacted by Max Limit 14 5 9 4 10 5 9 0 0

Facilities Impacted by Min Limit 0 0 0 0 0 0 0 0 0

Ceiling/Limit/Price Calculations:

Median 88.52$          Special Limits/Ceilings Maximum Rate @ CMI 1.0:

Max. Ceiling/Limit/Price 125% 110.65$        AC NFs: 100% of costs. 110.65$ 

Min. Ceiling 115% NA 638 NFs: 100% of costs.

Exclude CMI < 1.0: Y
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Table 25: Using One Ceiling Set at a Budget Neutral Level for Direct Care Cost Center 

 

The tables show the setting used for each scenario and the statistical analysis generated for each. A few 

of the key statistics include the weighted average rate, the average cost coverage, and the number of 

facilities impacted by the ceiling(s). The differences in the outcomes between each scenario are 

relatively small. For comparison the statistics for all facilities have been copied into Table 16 for each 

option. A total cost calculation has also been added for each scenario. These were determined by 

multiplying the estimated Medicaid days by the weighted average rate under each scenario. 

Table 26: Comparison of Direct Care Limit Options 

 

The table shows the overall cost for Direct Care changes very little between the three scenarios relative 

to the total estimated cost. Using one ceiling with a budget neutral approach required the limit to be set 

to 122% of the median. This produces the lowest estimated costs at $100.94M. This isn’t exactly budget 

neutral since the estimated cost under the current two ceiling approach is actually $101.04M but 

creating an exactly budget neutral approach would require using something other than a rounded 

percentage of the median for the ceiling calculation. Still the difference between these two scenarios is 

less than $100,000 or about 0.10%. Using one ceiling set at the current maximum ceiling increases the 

impact of change to around $330,000 or about 0.33% but is still relatively minimal compared to total 

estimated costs. 

Myers and Stauffer also ran similar cost center ceiling analysis for the General Administrative cost 

center. This provided information to evaluate the impact of the dual ceiling approach used in the current 

methodology for General Administrative. As with the Direct Care cost center, we ran scenarios with rate 

calculations under the current methodology, with the current methodology using just one ceiling per 

cost center, and the current methodology with one ceiling adjusted to a budget neutral level. The tables 

below show the results of this analysis for the General Administrative cost center. 

Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Limit 0 Y Wtd. Avg. Rate: 101.06$ 112.82$ 98.62$   105.14$ 99.53$   94.15$   107.23$ 104.65$ 94.67$   

Maximum Rate: 186.17$ 186.17$ 145.39$ 145.39$ 186.17$ 186.17$ 145.39$ 186.17$ 94.67$   

CMI Data Options: Minimum Rate: 62.44$   64.49$   62.44$   73.37$   62.44$   62.44$   80.24$   64.49$   94.67$   

Overall CMI Calculation Exclude Mdcr Average Cost Coverage: 97.92% 94.83% 98.57% 98.19% 97.82% 99.36% 96.64% 100.00% 100.00%

Medicaid CMI Source 2020 Facilities Impacted by Max Limit 15 5 10 4 11 5 10 0 0

Facilities Impacted by Min Limit 0 0 0 0 0 0 0 0 0

Ceiling/Limit/Price Calculations:

Median 88.52$          Special Limits/Ceilings Maximum Rate @ CMI 1.0:

Max. Ceiling/Limit/Price 122% 107.99$        AC NFs: 100% of costs. 107.99$ 

Min. Ceiling 115% NA 638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Direct Care Limit Options Analysis
Analysis Statistic Two Ceilings One Ceiling at 125% One Ceiling at 122%

Wtd. Avg. Rate: 101.16$                       101.49$                       101.06$                       

Maximum Rate: 186.17$                       186.17$                       186.17$                       

Minimum Rate: 62.44$                          62.44$                          62.44$                          

Average Cost Coverage: 97.99% 98.23% 97.92%

Facilities Impacted by Max Limit 14 14 15

Facilities Impacted by Min Limit 22 0 0

Estimated Medicaid Days 998,827 998,827 998,827

Estimated Cost (Days x Wtd Avg Rate) 101,041,339.32$       101,370,952.23$       100,941,456.62$       

Change in Estimated Cost NA 329,612.91$               (99,882.70)$                

Percentage Change in Estimated Cost NA 0.33% -0.10%
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Table 27: Current Two Ceiling Methodology for General Administrative Cost Center 

 

Table 28: Using One Ceiling Set at the Current Maximum Ceiling for General Administrative Cost Center 

 

Table 29: Using One Ceiling Set at a Budget Neutral Level for General Administrative Cost Center 

 

The tables show the settings used for each scenario and the statistical analysis generated for each 

scenario used to investigate options for setting the General Administrative cost center limit(s). As with 

the Direct Care cost center, the differences in the outcomes between each scenario for the General 

Administrative cost center are relatively small. For comparison the statistics for all facilities have been 

copied into the following table for each option. A total cost calculation has also been included for each 

scenario. 

General Administrative

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Ceilings 1 Y Wtd. Avg. Rate: 20.00$   19.12$   20.18$   20.41$   19.84$   19.83$   20.15$   18.77$   33.64$   

Maximum Rate: 33.64$   20.80$   33.64$   20.80$   33.64$   33.64$   20.80$   20.03$   33.64$   

Other Rate Options: Minimum Rate: 11.10$   11.10$   13.97$   14.10$   11.10$   11.10$   14.08$   11.10$   33.64$   

Include with Non-Direct N Average Cost Coverage: 73.97% 78.00% 73.00% 65.00% 77.00% 78.00% 70.00% 75.00% 100.00%

Facilities Impacted by Max Limit 73 12 61 22 51 45 28 7 0

Facilities Impacted by Min Limit 76 12 64 23 53 46 30 7 0

Ceiling/Limit/Price Calculations

Median 19.08$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 110% 20.99$          AC NFs: 105% of median. 20.03$          20.80$   

Min. Ceiling 105% 20.03$          638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Exclude Chains Y

General Administrative

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Limit 0 Y Wtd. Avg. Rate: 20.19$   19.43$   20.35$   20.58$   20.05$   20.07$   20.31$   19.54$   33.64$   

Maximum Rate: 33.64$   20.99$   33.64$   20.99$   33.64$   33.64$   20.99$   20.99$   33.64$   

Other Rate Options: Minimum Rate: 11.10$   11.10$   13.97$   14.10$   11.10$   11.10$   14.08$   11.10$   33.64$   

Include with Non-Direct N Average Cost Coverage: 74.60% 78.00% 74.00% 66.00% 78.00% 79.00% 71.00% 77.00% 100.00%

Facilities Impacted by Max Limit 73 12 61 22 51 45 28 7 0

Facilities Impacted by Min Limit 0 0 0 0 0 0 0 0 0

Ceiling/Limit/Price Calculations

Median 19.08$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 110% 20.99$          AC NFs: 105% of median. 20.03$          20.99$   

Min. Ceiling 105% NA 638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Exclude Chains Y

General Administrative

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Limit 0 Y Wtd. Avg. Rate: 19.90$   19.18$   20.06$   20.23$   19.78$   19.80$   19.99$   19.23$   33.64$   

Maximum Rate: 33.64$   20.61$   33.64$   20.61$   33.64$   33.64$   20.61$   20.61$   33.64$   

Other Rate Options: Minimum Rate: 11.10$   11.10$   13.97$   14.10$   11.10$   11.10$   14.08$   11.10$   33.64$   

Include with Non-Direct N Average Cost Coverage: 73.68% 78.00% 73.00% 65.00% 77.00% 78.00% 70.00% 76.00% 100.00%

Facilities Impacted by Max Limit 75 12 63 23 52 45 30 7 0

Facilities Impacted by Min Limit 0 0 0 0 0 0 0 0 0

Ceiling/Limit/Price Calculations

Median 19.08$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 108% 20.61$          AC NFs: 105% of median. 20.03$          20.61$   

Min. Ceiling 105% NA 638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Exclude Chains Y
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Table 30: Comparison of General Administrative Limit Options 

 

Myers and Stauffer ran similar cost center ceiling analysis for the Combined Non-Direct Care cost center. 

The tables that follow show the results of this analysis. 

Table 31: Current Two Ceiling Methodology for Combined Non-Direct Care Cost Center 

 

Table 32: Using One Ceiling Set at the Current Maximum Ceiling for Combined Non-Direct Care Cost Center 

 

 

General Administration Options Analysis
Analysis Statistic Two Ceilings One Ceiling at 125% One Ceiling at 108%

Wtd. Avg. Rate: 20.00$                          20.19$                          19.90$                          

Maximum Rate: 33.64$                          33.64$                          33.64$                          

Minimum Rate: 11.10$                          11.10$                          11.10$                          

Average Cost Coverage: 73.97% 74.60% 73.68%

Facilities Impacted by Max Limit 73 73 75

Facilities Impacted by Min Limit 76 0 0

Estimated Medicaid Days 998,827 998,827 998,827

Estimated Cost (Days x Wtd Avg Rate) 19,976,540.00$         20,166,317.13$         19,876,657.30$         

Change in Estimated Cost NA 189,777.13$               (99,882.70)$                

Percentage Change in Estimated Cost NA 0.95% -0.50%

Combined Non-Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Ceilings 1 Y Wtd. Avg. Rate: 70.26$   74.44$   69.39$   68.77$   70.82$   68.87$   71.50$   71.66$   78.28$   

Maximum Rate: 79.28$   79.28$   79.28$   79.28$   79.28$   79.28$   79.28$   79.28$   78.28$   

Minimum Rate: 43.34$   56.93$   43.34$   52.08$   43.34$   43.34$   52.08$   58.11$   78.28$   

Average Cost Coverage: 96.31% 91.00% 97.00% 99.00% 95.00% 97.00% 95.00% 95.00% 99.00%

Facilities Impacted by Max Limit 24 10 14 2 22 13 11 4 0

Facilities Impacted by Min Limit 34 14 20 7 27 21 13 4 1

Ceiling/Limit/Price Calculations

Median 72.74$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 110% 80.01$          AC NFs: 105% of median. 76.38$          79.28$   

Min. Ceiling 105% 76.38$          638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Combined Non-Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Limit 0 Y Wtd. Avg. Rate: 70.48$   74.90$   69.56$   68.85$   71.09$   69.08$   71.72$   71.99$   78.75$   

Maximum Rate: 80.01$   80.01$   80.01$   80.01$   80.01$   80.01$   80.01$   80.01$   78.75$   

Minimum Rate: 43.34$   56.93$   43.34$   52.08$   43.34$   43.34$   52.08$   58.11$   78.75$   

Average Cost Coverage: 96.55% 91.00% 98.00% 99.00% 96.00% 98.00% 96.00% 95.00% 100.00%

Facilities Impacted by Max Limit 24 10 14 2 22 13 11 4 0

Facilities Impacted by Min Limit 0 0 0 0 0 0 0 0 0

Ceiling/Limit/Price Calculations

Median 72.74$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 110% 80.01$          AC NFs: 105% of median. 76.38$          80.01$   

Min. Ceiling 105% NA 638 NFs: 100% of costs.

Exclude CMI < 1.0: Y

Combined Non-Direct Care

Type of Rate: Occupancy Rule: Rate Analysis All HB FS U R S L AC NFs 638 NFs

Cost - Limit 0 Y Wtd. Avg. Rate: 70.08$   74.08$   69.25$   68.71$   70.59$   68.71$   71.30$   71.34$   78.56$   

Maximum Rate: 78.56$   78.56$   78.56$   78.56$   78.56$   78.56$   78.56$   78.56$   78.56$   

Minimum Rate: 43.34$   56.93$   43.34$   52.08$   43.34$   43.34$   52.08$   58.11$   78.56$   

Average Cost Coverage: 96.12% 91.00% 97.00% 98.00% 95.00% 97.00% 95.00% 94.00% 100.00%

Facilities Impacted by Max Limit 28 12 16 3 25 17 11 4 1

Facilities Impacted by Min Limit 0 0 0 0 0 0 0 0 0

Ceiling/Limit/Price Calculations

Median 72.74$          Special Limits/Ceilings Maximum Rate:

Max. Ceiling/Limit/Price 108% 78.56$          AC NFs: 105% of median. 76.38$          78.56$   

Min. Ceiling 105% NA 638 NFs: 100% of costs.

Exclude CMI < 1.0: Y
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As with the other cost centers, these tables show the settings used for each scenario and the statistical 

analysis generated for each scenario for setting the Combined Non-Direct cost center limit(s). Once 

again the differences in the outcomes between each scenario for the Combined Non-Direct cost center 

are relatively small. The table below summarizes the outcomes for each scenario and includes a total 

cost calculation for each. 

Table 33: Comparison of Combined Non-Direct Care Limit Options 

 

  

Combined Non-Direct Care Options Analysis
Analysis Statistic Two Ceilings One Ceiling at 125% One Ceiling at 108%

Wtd. Avg. Rate: 70.26$                          70.48$                          70.08$                          

Maximum Rate: 79.28$                          80.01$                          78.56$                          

Minimum Rate: 43.34$                          43.34$                          43.34$                          

Average Cost Coverage: 96.31% 96.55% 96.12%

Facilities Impacted by Max Limit 24 24 28

Facilities Impacted by Min Limit 34 0 0

Estimated Medicaid Days 998,827 998,827 998,827

Estimated Cost (Days x Wtd Avg Rate) 70,177,585.02$         70,397,326.96$         69,997,796.16$         

Change in Estimated Cost NA 219,741.94$               (179,788.86)$             

Percentage Change in Estimated Cost NA 0.31% -0.26%
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Value Based Purchasing Modeling 

One of the reimbursement policy areas that was included in the guidelines for this rate review is 

performance based contracting, often referred to in long term care as value based purchasing (VBP). 

Myers and Stauffer developed a value based purchasing model within the rate model to explore and 

evaluate different VBP options. The VBP model was built using readily available data accessible through 

the CMS 5-Star Rating System. That system includes ratings based on facility performance in three areas; 

health inspections, staffing, and quality measures.  

The VBP model was constructed to incorporate many options that could be adjusted by users. These 

include the option to use health inspection performance as a qualifying factor to determine a facility’s 

eligibility for VBP payments. This can be done by setting a VBP percentage for each health inspection 

rating level. There are five rating levels ranging from 1 star to 5 stars with 5 stars representing the 

highest performance. There is also a rating of zero to account for facilities that do not have enough data 

in the system yet. The VBP percentage can control what homes qualify for the incentive by applying it as 

a factor for calculating incentive per diem add-ons. For example, a home with a 1-Star rating for health 

inspections is not performing well and should probably be excluded from any VBP incentives. By setting 

the VBP percentage to 0% for a rating of “1” that percentage can be used as a factor to zero out any 

other incentive the provider may qualify for. Applying the VBP percentage in this manner can help to 

ensure that the State’s reimbursement system and the health inspection process are synchronized. The 

example below illustrates the use of the VBP percentage to adjust the performance incentives so that 

the health inspection ratings and VBP incentives correspond. 

Table 34: Using the VBP Percentage to Adjust Incentive Add-ons 

 

The other primary option that is included in the VBP modeling is the ability to set per diem rates for 

each level of performance for the Overall 5-Star ratings, as well as the ratings for staffing and quality 

measures. In each case these rates can be set to a dollar value ranging from $0.00 to $10.00. This then 

determines what per diem each provider qualifies for based on their performance on each 5-Star 

category. If these rates are set to $0.00 for all ratings for a 5-Star category then that essentially removes 

that category from the VBP system. This might be done in the case of a VBP system that uses the Overall 

5-Star rating as it would be redundant to have VBP add-on available for staffing and quality measures 

when those items are already included in the overall rating. This is illustrated by settings included in the 

table below. 

Facility VBP Calculation Using the VBP % for Health Inspections

Health 

Inspection 

Rating

VBP%
Other VBP 

Incentives

Allowed 

VBP 

Incentives

5 100% X $4.00 = $4.00 

3 50% X $4.00 = $2.00 

1 0% X $4.00 = $0.00 
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Table 35:VBP Model Settings Using the Overall 5-Star Rating Only 

 

A final modeling option included for VBP is the ability to set QM scoring tiers based on the raw scores 

used for the QM rating. These raw scores can total to as much as 800 points with 100 points available 

for each of the eight long-stay measures that are included in the 5-Star QM rating. By setting minimum 

scores for each tier thresholds can be created to determine what criteria is needed to qualify for each 

tier. As with the other VBP performance measures rates can also be set for each tier to establish the 

incentive that corresponds to each level. The table below shows a VBP model based entirely on QM 

scoring tiers. It should be noted that the VBP model is based on the latest available 5-Star ratings and 

QM scores. These cover the four quarters ending with the fourth quarter of 2019. 

Table 36: VBP Model Settings Using QM Scoring Only 

 

Statistics are also included in the VBP Parameters table to provide some means for measuring the 

impact of the modeled settings. These include an estimated fiscal impact that shows what the expected 

expenditures for the VBP program would be. A percentage of total expenditures is also calculated 

comparing the VBP fiscal estimate to the total nursing facility program cost estimate. Counts are also 

included to show how many providers would qualify for incentive payments, as well as how many 

providers meet the individual performance measure criteria. Referring back to the table above, the 

VBP Parameters

Rating Facilities VBP % Rating Facilities Rate Rating Facilities Rate Rating Facilities Rate Tier Min Score Facilities Rate

5 9 100% 5 21 6.00 5 21 0.00 5 25 0.00 1 680 9 0.00

4 25 100% 4 28 3.00 4 36 0.00 4 25 0.00 2 620 21 0.00

3 19 100% 3 18 1.00 3 23 0.00 3 35 0.00 3 560 22 0.00

2 22 100% 2 20 0.00 2 4 0.00 2 9 0.00 4 500 25 0.00

1 21 100% 1 9 0.00 1 12 0.00 1 2 0.00 5 320 22 0.00

0 5 0% 0 5 0.00 0 5 0.00 0 5 0.00 0 0 2 0.00

101 101 101 101 101

Median is 560, 75th Percentile is 620

Estimated Fiscal Impact PPD

Average Incentive (Qualifying NFs) 3.40$     

Percent of Total Expenditures

Maximum Incentives 6.00$     

Facilities Qualifying for Incentive

1,883,027.00$         

1.09%

Health Inspection Overall 5-Star Rating

Total VBP Payment

82,590$                     

28,105$                     

67

QM 5-Star Rating QM ScoringStaffing 5-Star Rating

VBP Parameters

Rating Facilities VBP % Rating Facilities Rate Rating Facilities Rate Rating Facilities Rate Tier Min Score Facilities Rate

5 9 100% 5 21 0.00 5 21 0.00 5 25 0.00 1 680 9 6.00

4 25 100% 4 28 0.00 4 36 0.00 4 25 0.00 2 620 21 3.00

3 19 100% 3 18 0.00 3 23 0.00 3 35 0.00 3 560 22 1.00

2 22 100% 2 20 0.00 2 4 0.00 2 9 0.00 4 500 25 0.00

1 21 100% 1 9 0.00 1 12 0.00 1 2 0.00 5 320 22 0.00

0 5 0% 0 5 0.00 0 5 0.00 0 5 0.00 0 0 2 0.00

101 101 101 101 101

Median is 560, 75th Percentile is 620

Estimated Fiscal Impact PPD

Average Incentive (Qualifying NFs) 2.61$     

Percent of Total Expenditures

Maximum Incentives 6.00$     

Facilities Qualifying for Incentive

1,215,905.00$         

0.71%

Health Inspection Overall 5-Star Rating

Total VBP Payment

80,463$                     

23,841$                     

51

QM 5-Star Rating QM ScoringStaffing 5-Star Rating



 

Medicaid Nursing Home Rate Methodology Review 

  Draft 1 - July 17, 2020 

 

www.myersandstauffer.com     page 47  

Analysis and Findings 

estimated fiscal impact of the VBP program modeled is $1,215,905, with 51 providers that qualify for an 

incentive. 

There are many performance measures that could be included in a VBP program for nursing facilities. 

However, the model Myers and Stauffer developed limited the options to data pulled from the CMS 5-

Star rating system. These ratings cover a broad spectrum of provider performance by evaluating health 

inspections, staffing, and quality measures. Although the VBP model was limited to these three inputs 

there are still numerous combinations of settings that users could employ to create a VBP system. 

Adjusting these settings was modeled for the Workgroup, and Workgroup members were asked to 

investigate different options and provide input on their recommendations. That input was considered 

and influence the final VBP recommendations included in the Recommendation section of this report. 
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Extraordinary Care Analysis 

The Extraordinary Care Additional Payment (EC) program is another aspect of the South Dakota nursing 

facility reimbursement system that the Workgroup cited as a concern. One Workgroup member stated 

that the EC payment process is awkward and really doesn’t create an incentive because payments are 

offset back against cost. LTSS staff also shared that the EC program requires a great deal of 

administrative time to review documentation submitted by providers to support the request for EC 

payments. For these reasons Myers and Stauffer worked with DHS LTSS staff extensively to investigate 

options for automating and simplifying the extraordinary care additional payment process. 

We started by reviewing expenditures for the EC program. Program expenditures can be divided into 

several different categories including wound care, ventilator services, traumatic brain injury (TBI), 

extreme behavior, and chronic complex needs. The total expenditures for EC are usually between $4 and 

$5 million per year with the bulk of those costs tied to extreme behavior and traumatic brain injury. The 

chart below shows the breakdown of EC expenditures for 2019. 

Table 37: Extraordinary Care Expenditures by Category 

 

Through discussions with LTSS staff we were also able to narrow the focus of our analysis to a few 

service areas that create the largest administrative burden, and also eliminate other services from the 

analysis that are already relatively automated. The services that were eliminated from review included 

ventilator and traumatic brain injury services. To qualify for EC payments under these two service areas, 

the resident must meet strict criteria and the payment calculations are already well defined. Chronic 

complex needs was a service area that LTSS staff noted requires extensive documentation review but 

due to unique nature of most of these cases it was decided that administrative burden is unavoidable. 

That left wound care and extreme behavior as the two EC service areas for further review. 

Myers and Stauffer attempted to develop an alternative method for identifying individuals that would 

qualify for EC payments for extreme behaviors. We used Cognitive Performance Scale (CPS) scores and 

BIMS scores to identify individuals that the EC payments might be targeted to. We developed a model to 

calculate reimbursement amounts for each facility using a methodology based on the CPS and BIMS 

data. Unfortunately we found no reliable way to mimic past reimbursement levels.  

Despite the failure to find a way to use the CPS/BIMS data to identify EC extreme behavior candidates, 

we did determine that a primary need for these individuals is a private room. Because these individual’s 

Category Residents Expenditures

279-Wound Vacuum 2 4,606

Not Categorized 4 8,966

412-Ventilator 32 230,514

559-Other Skilled Nursing (Chronic Complex Needs) 221 670,628

118-Traumatic Brain Injury 191 1,607,737

919-Extreme Behavior 790 1,993,694

Totals 1,240 4,516,144
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behavior often interferes with their own quality of life or distracts from the quality of life for other 

residents, they are regularly placed in private rooms. The need for a private room is often the primary 

criteria used to determine if the individual qualifies for EC payments for extreme behaviors. This 

common trait provided a solution to identifying individuals that might be designated as eligible for EC 

payments. Although this need is usually documented through the EC application process it could also be 

incorporated into the state specific section of the MDS assessment (Section S). This section allows states 

to capture data that is relevant to managing the nursing home program but is not available through the 

CMS data set.  

South Dakota has submitted an amendment request to CMS asking that an additional question be added 

to Section S for all South Dakota assessments. The additional question will ask the reviewer to indicate 

whether or not a private room is required to manage the behaviors of the individual. An edit will be 

added to the South Dakota MDS data review system to identify individuals that require private rooms. A 

private room rate add-on will be calculated from capital costs to determine what the reimbursement for 

each individual should be. This process will be based on other existing rate calculations eliminating the 

need for facilities to submit documentation of the EC costs.  

The other EC area that was identified as a potential opportunity to improve the EC process is wound 

vacuum care. Traditionally this has been reimbursed based on invoice documentation for wound 

vacuum care services costs for individuals that receive a doctor’s authorization for this service. LTSS staff 

have determined that a set rate can be applied statewide for wound vacuum care. This will eliminate the 

need to collect invoices and other documentation of the cost of this service. Residents will still need 

authorization from a doctor to identify the need for wound vacuum treatment. 
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Cost Reporting 

During the course of the rate review process it became apparent that some useful data elements were 

not included in the current cost report. For the rate review these data elements were mostly collected 

through the provider survey. However, the experience created the sense that additions should be made 

to the Medicaid cost report to capture at least some of this information on an ongoing basis.  

The COVID-19 pandemic experience has also created a need for additional cost reporting information. 

During this period nursing homes have incurred extraordinary expenses for personal protective 

equipment, nursing supplies, cleaning supplies, and other costs related to increased efforts to enhance 

infection control. At the same time many nursing homes have experience significant decrease in 

resident days. These two factors will combine to distort per diem costs calculated from the Medicaid 

cost reports. As these per diem costs are the traditional basis for Medicaid rates, the implications are 

that future Medicaid rates could fail to be representative of future expenditures. While this failure is an 

important consideration for future rate setting efforts it is also important to note that the cost 

experience during 2020 can provide valuable information about the additional costs incurred due to the 

pandemic. To adequately address the concerns about distorted cost data and the desire to evaluate 

pandemic related cost increases requires additional cost reporting information that has not traditionally 

been collected.  

There are several cost reporting adjustments that can be made to address the additional data the 

workgroup identified as valuable and the pandemic related cost reporting needs and challenges.  
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Recommendations 

After several months of analyzing the South Dakota Medicaid Nursing Home rate setting methodology 

and gathering input from industry leaders, state administrators, and other stakeholders there are 

several aspects of the reimbursement system that could clearly be improved or at least simplified. These 

include adjusting the inflation factor to an industry specific index, eliminating the dual ceiling 

methodology, incorporating a value based payment system, creating incentives for maintaining and 

rehabbing property through a fair rental or rebasing approach, and automating more of the 

extraordinary care additional payment provisions.  

However, it should also be noted that the base reimbursement system includes many aspects that are 

aligned with best practices for Medicaid nursing facility reimbursement. The current system recognizes 

provider specific cost experience but imposes limits to avoid excessive payments. It includes provisions 

to support access to care in all areas of the state and to enable providers to serve residents with 

extraordinary care issues. The system also includes the most sensitive acuity adjustment process 

available. All of these characteristics are strengths that should be preserved in future iterations of the 

rate setting methodology.  

What was abundantly clear from the start of this project is that the biggest challenge facing the nursing 

home program is funding. That was certainly no surprise. It’s the same challenge that most state 

Medicaid nursing home programs face. Unfortunately, the circumstances surrounding the coronavirus 

pandemic that evolved during the spring of 2020 have only served to compound the financial challenges 

facing nursing facilities and Medicaid reimbursement. Fortunately, assistance for this new challenge has 

been provided through federal funding programs. This current challenge and the ongoing funding 

challenges will continue, but the focus of this review was the evaluation and design of the rate 

methodologies. The detailed recommendations that follow address the aspects of the reimbursement 

system that we identified that could clearly be improved or simplified. 

Adopting an Industry Specific Inflation Index 

The Global Insight Skilled Nursing Facility Market Basket Index is the nation’s premier index for adjusting 

nursing facility costs.   

Eliminating the Dual Ceiling Methodology 

The dual ceiling approach does not create value for providers or the Department and should be 

simplified to a single ceiling methodology. 
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Incorporating Value Based Purchasing 

Adding a value based purchasing component to the reimbursement system will ensure that payments 

better align with quality performance and encourage providers to strive for better outcomes. 

Creating Property Incentives 

Adopting a fair rental value system or adding provisions for rebasing property costs will better 

incentivize providers to maintain and rehabilitate the building they operate in. 

Automating Extraordinary Care Payments 

Automating more of the extraordinary care payment provisions available to providers will make this 

aspect of the rate methodology more consistent and less administratively burdensome for providers and 

state administrators. 

  



 

Medicaid Nursing Home Rate Methodology Review 

  Draft 1 - July 17, 2020 

 

www.myersandstauffer.com     page 53  

Recommendations 

Recommendations Summary 

The following table provides a brief description of each of the recommendations presented. It also lists 

the overall fiscal impact, the per diem impact, and provides notes to further clarify what is being 

recommended. 

Table 38: Final Recommendations Summary 

 

South Dakota Nursing Facility Reimbursement Review

Final Recommendations Summary

Recommendation Description Fiscal Impact Avg. PPD Notes

Total Fiscal Impact to 

Rebase NF Rates 

Using 2018 Costs

The nursing facility rates were calculated for FY 

2021 using fiscal year 2018 cost data and the 

existing nursing facility reimbursement 

methodology and rate setting parameters.

 $178,095,211  $ 170.24 Comparing this fiscal estimate to the FY 2021 

budget provides an estimated fiscal impact of 

the immediate cost of rebasing rates. This is 

also the base scenario that all of the following 

recommendations are measured against to 

determine fiscal impact.

Use the GI NF Market 

Basket Rather Than CPI

The rate of medical inflation is typically higher 

than many consumer goods and services. The 

Global Insight Skilled Nursing Facility Market 

Basket Index (GI Index) is a widely accepted 

inflationary index utilized by CMS and many 

states to adjust nursing facility costs for rate 

setting purposes. The existing nursing facility 

parameters were held constant under a FY 2021 

rate calculation scenario using 2018 costs, 

except that inflation calculations were maded 

using the GI Index rather than the CPI. 

 $        328,590  $      0.32 The fiscal impact shows the estimated cost to 

switch from the CPI to the GI Index under the 

base scenario.

Eliminate the Dual 

Ceiling Methodology

Analysis showed that the dual ceiling approach 

really has a minimal impact to the Medicaid 

rates. The intent of the dual ceiling approach is 

also unclear. This scenario calculates the 

impact of removing the minimum ceilings 

currently used in the rate methodology in 

favor of using a single ceiling for all cost 

centers set at the current maximum ceiling 

threshold. This would simplify the rate 

calculation process and eliminate a part of the 

methodology that has no clear purpose.

 $          63,348  $      0.06 The fiscal impact shows the estimated cost of 

removing the minimum ceilings for all 

applicable cost centers.
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Table 39: Final Recommendations Summary Continued 

 

  

South Dakota Nursing Facility Reimbursement Review

Final Recommendations Summary

Implement a Vallue 

Based Purchasing Add-

on

Value based purchasing (VBP) or pay for 

performance (P4P) incentives are a very 

common component of today's reimbursement 

methodologies. VBP provisions ensure that 

there is some alignment between quality of 

care and reimbursement levels. This scenario 

represents one simple approach to a NF VBP 

program that utilizes data compiled through 

the CMS Nursing Home Compare system. 

Specifically, the modeled VBP parameters 

utilize health survey performance rating to 

establish minimum qualfiying criteria. Per 

diem add-ons are then determined for each 

qualifying provider using Five Star rating for 

staffing and quality measures.

 $    1,734,423  $      1.66 The fiscal impact shows the cost of 

implementing an approximately 1% VBP 

program, i.e. VBP payments are approximately 

equal to 1% of total estimated NF payments 

under the base scenario. Under the modeled 

scenario facilities would have to have a 3-star 

or better rating on health inspections. There 

are 52 facilities that meet that criteria. 

Facilities would earn separate per diem add-

ons for staffing and quality measures scoring 

with $5 awarded for a 5-star rating on either, $3 

for a 4-star rating, and $1 for a 3-star rating. The 

average incentive add-on for qualifying 

facilities would be $4.13, and the maximum 

add-on would be $10.00. This scenario could 

also be held budget neutral by using a 

withholding provision.

Implement a Fair 

Rental Value System

This provision would create incentives for 

providers to renew their facilities in order to 

increase their reimbursement. For the scenario 

presented a Fair Rental Value (FRV) model was 

used with a new bed value of $80,000. That 

value was depreciated at a rate of 1.25% per 

year based on the age of each facility to a 

maximum of 48 years or 60%, resulting in a 

minimum bed value of $32,000. The age of 

each facility was based on data obtained 

through the Department of Social Services. A 

rental rate of 9.25% was applied to the total 

calculated value of each facility. The annual 

fair rental value was converted to a per diem 

by dividing by total resident days.

 $  303,861.00  $      0.29 The fiscal impact shown represents the 

estimated first year cost of implementing the 

modeled FRV methodology over the current 

property reimbursement. Estimating the cost 

of future improvements is much more difficult 

but it appears that for every $13M in qualifying 

renovations that facilities make, property 

reimbursement would increase by about 

$200,000 and the average facility age would 

decrease by about 1 year. The current average 

facility age as reported by DSS is 42.7 years.

Automate 

Extraordinary Care 

Additional Pay 

Calculations

This scenario involves implementing methods 

to standardize the calculation of additional per 

diem payments for extraordinary care. This 

would be very practical for extraordinary care 

payments tied to wound vac treatments. It is 

also applicable to payments made for 

individuals with behavioral issues.

 $                    -    $          -   This scenario would have minimal or no impact 

on nursing facility payments, but would reduce 

the administrative burden for facilities and the 

state.
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SB 147 CONSENSUS FRAMEWORK 7/20/17 
 

PREAMBLE  

The community-based service providers and the departments of human and social services are partners 
in the mission to deliver services to improve the health and well-being of many of the state’s most 
vulnerable citizens. We share many common goals and work collaboratively toward the achievement of 
these goals. The departments are advocates for the recipients of services and their families as well as for 
the community-based service providers. The departments are also responsible for regulating and the 
distribution of available funding to community-based service providers. Community-based service 
providers deliver a wide range of health, human and social services to the state’s most vulnerable 
populations in partnership with the state and also serve as advocates with the departments and 
policymakers to improve access to and availability of services. While the departments and community-
based service providers may have differing perspectives on regulatory and funding responsibilities on 
occasion, it is in the public interest that all involved parties respect perspectives and collectively work 
toward a consensus resolution.  
 
PURPOSE AND SCOPE  

The purpose and scope is established in Senate Bill 147 as set forth in the following bill sections.  
 
Section 1: The Department of Social Services and the Department of Human Services shall jointly 
establish a rate setting methodology for services delivered by community-based health and human 
services providers. Each category of service shall undergo a comprehensive rate modeling analysis at 
least every five years. The departments may elect to conduct the analysis earlier or on a more frequent 
basis if warranted by cost report information or other market conditions. Any new service model shall 
undergo comprehensive rate modeling analysis prior to implementation.  
 
Section 2: Rate modeling analysis shall include a review of current cost report data, specific service 
delivery and staffing requirements, training and fidelity standards associated with related service 
models, current market factors, and current and impending state and federal policies that may impact 
the cost of service delivery. Any information gathered will be public record.  
 
Section 3: Rate modeling analysis shall be an inclusive work group process including providers 
representing each service category under review.  
 
Section 4: Rate determination resulting from rate modeling analysis utilizing historical cost report 
information shall be adjusted in a manner to be applied in a prospective fashion subject to federal 
requirements.  
 
Section 5: The department shall report any rate variance to the Governor and to the Legislature on an 
annual basis in conjunction with annual budget hearings.  
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Section 6: This applies to all state funded services, including federal funding, Medicaid and block grant 
fund sources, state general funds, and other funds allocated by the Department of Social Services or the 
Department of Human Services, that are provided by the following types of community-based providers:  
1. Nursing facilities;  

2. Assisted living facilities;  

3. In-home service providers;  

4. Group care providers;  
5. Psychiatric residential treatment facilities;  

6. Substance abuse disorder treatment and prevention providers;  

7. Community mental health centers;  

8. Intermediate care facilities for co-occurring intellectual and developmental disabilities;  

9. Community support providers; and  

10. Other types of providers deemed appropriate for inclusion by either the secretary of the 
Department of Social Services or the secretary of the Department of Human Services.  
 
The legislative scope does not include formulating recommendations on the adequacy of current 
funding levels or on departmental budget requests. The intent of community-based service providers in 
drafting of SB147 was to build on the rate setting and rate modeling processes that have been utilized 
by the departments.  
 
Clarification of Terminology  
The terminology of rate setting methodology and rate modeling analysis are both used in the enacting 
legislation. They are not interchangeable. The terminology is clarified as follows:  

• Rate setting methodology: refers to the overall method or process of establishing service rates. 
There will be common principles applied across rate setting methodologies i.e. allowable cost 
components, consideration of administrative costs. The methodologies may vary across 
categories of services and some may take into consideration the acuity of the recipient.  

• Rate modeling analysis: refers to comparing a rate setting methodology against service delivery 
expectations and then assessing costs of the various components of that methodology. The 
results of the rate modeling analysis are referred to as the analyzed rate. The analyzed rate can 
then be compared to a current reimbursement rate and/or to historical costs. The analyzed rate 
is a system-wide representation of a service, not an individual provider representation. The rate 
modeling analysis is not intended to prescribe individual provider operations. However, an 
individual provider may adjust their operations to better align with the analyzed rate.  

 
OUTCOMES  

• Schedule and process that ensures a review of rate modeling analysis at least every 5 years by 
an inclusive work group. The schedule will reflect the year that the rate analysis is finished. The 
number and complexity of services within some provider types will warrant that the process of 
analysis may span multiple years.  

• Annual summary of variances between cost report data, modeled rates prospectively adjusted 
i.e. an inflation factor and current reimbursement rates for all categories of services. An 
example of a possible format for presenting the summary of the variances is provided in 
Attachment 1.  
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• Provider support of budget recommendations that are a result of rate modeling analysis.  

• Greater understanding of overall reimbursement models and methodologies.  

• Alignment of reimbursement rates to service delivery models within existing resources.  
 
STRUCTURE AND PROCESS  

A steering committee that is comprised of high level leadership from the departments and the 
community-based service providers will facilitate the rate modeling analysis.  
 
The departments will determine their respective representation. The community-based members will be 
membership association leaders or provider executives. 
 
It is incumbent upon the members of the steering committee to develop a process for rate modeling 
analysis that is in the greater interest of all designated human and social services providers.  
 
The steering committee should include high level leadership identified by the departments and be 
representative of the provider types identified in Section 6. The size of the steering committee should 
promote interactive dialogue and support consensus decision-making.  
 
There is no specific funding allocated to support the work related to the rate modeling analysis. 
Participants are responsible for their own travel and meeting costs.  
 
It is recognized that a schedule will need to be established for the rate modeling analysis as the 
departments do not have the staff resources to simultaneously support the analysis for all rates.  
 
Steering Committee Responsibilities  

• Determine frequency of meetings  

• Establish the criteria for prioritizing category of providers and/or individual rates within a 
category for rate modeling analysis  

• Establish the schedule for rate modeling analysis  

• Determine the common principles/parameters that will apply to the rate setting methodology 
across all sectors  

• Provider representatives will facilitate the timely and accurate submission of cost reports and 
additional information as requested  

• Review cost report and rate comparison data across all sectors  

• Determine the format for the report on variances between costs and rates  

• Determine the category or topic specific work groups  

• Review the results/findings from category or topic work groups  

• Establish a mechanism for communicating committee actions with provider groups, individual 
provider organizations and legislators  
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Understandings  
It is important that the community-based service providers and departments have a shared 
understanding of the parameters of this work and the potential implications of the findings and results 
of the rate comparison and rate modeling analysis. The understandings are as follows:  

• There may be a need to review and consolidate or eliminate other collaborative activities that 
compete for department and provider time and resources.  

• Information gathered relative to implementation of SB147 will be public record pursuant to 
Section 2.  

• A rate setting methodology that is consistent with service delivery expectations and 
requirements is necessary to establish the extent to which services are or are not fully funded.  

• The rate modeling analysis may identify rates that are “too low” as well as rates that are “too 
high”. This could result in changes – both positive and negative – to service rates and level of 
reimbursement to providers.  

 

Although the legislative scope does not include increasing or re-allocating existing resources, it is 
conceivable that re-allocation of resources could be a consequence of this process. Community-
based service providers support the departments’ prior use of a hold-harmless phase-in approach to 
reductions in rates or levels of reimburse The community-based provider types represented in the 
steering committee will support department budget recommendations that are a result of the rate 
setting analysis. 

 

“Parking Lot” Topics/Issues  
It is likely that topics/issues will arise during discussions that are outside of the legislative scope of the 
rate setting methodology project. A list of these topics will be collected on a “parking lot” list but will 
not be the focus of meetings or discussions relative to this project. 
 
 These are just examples of what might show up on a parking lot list:  

• How to achieve full funding of existing services  

• Prioritization of budget resources – new/expanded services; growth in eligibles; funding of rate 
methodology to avoid “passing on” structural deficit  

• Should independent living centers and community living homes be added to the provider types 
pursuant to Section 6, item 10  
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The following is a list of workgroup members and a record of each meeting. 

 

Member List 

Mark Burkett, CEO, Avera Platte Health Care 

Rhonda Burris, Program Specialist, Long Term Services and Supports, SD Department of Human Services 
Marty Davis, Divisional Vice President of Operations, EmpRes Healthcare Management 
Mark Deak, Executive Director, SDHCA 

Loren Diekman, CEO/President, Jenkins Living Center 

Greg Evans, Audit Manager, Budget and Finance, SD Department of Human Services 

Dave Halferty, Senior Manager, Myers and Stauffer 

Denice Houlette, Director, Budget and Finance, SD Department of Human Services 

Gil Johnson, VP Business Development, SDAHO 

Kim Kouri, Manager Cost Reporting, Good Samaritan Society 

Christine Lewis, Manager, Myers and Stauffer 

Mark Lyons, Shareholder, Casey Peterson Assoc. 

Tom Martinec, Deputy Secretary, SD Department of Human Services 

Jodie Mitchell, Finance Manager/Community Controller, Rapid City Regional 

Jesse Naze, CFO, Seven Sisters Living Center 

Connie Ortega, VP Operations, Western Division Legacy Healthcare 

Nate Ovenden, Lead Reimbursement Advisor, Good Samaritan Society 

Amy Perry, Partner, Myers and Stauffer 

Shawnie Rechtenbaugh, Cabinet Secretary, SD Department of Human Services 

Daryl Reinicke, CEO, Westhills Village 

Sakura Rohleder, Fiscal and Program Analyst, SD Legislative Research Council 

Jeff Steggerda, Consultant, Brighton Consulting Group 

Tom Snyder, Administrator, Avera Mother Joseph Retirement Community 

Yvette Thomas, Director, Long Term Services and Supports, SD Department of Human Services 

Lara Williams, Budget Analyst, SD Bureau of Finance and Management 

 

Minutes from the workgroup meetings are available on the DHS website. 
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The following presents the rate model used to analyze changes to the rate methodology and the impact 

it would have on various types of facilities. Everything that is “green” can be adjusted by either selecting 

from a drop-down menu or entering a number. 
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In order to provide nursing facility services an entity must possess a building and equipment that meet 

strict specifications. Medicaid reimbursement for these things is generally covered through a capital 

component of the Medicaid rate. This component may also cover other costs related to the ownership 

of the nursing facility such as property taxes and insurance. States have flexibility in determining how 

the capital component of the Medicaid rate is established. Some states rely on reported costs to set 

facility-specific capital per diems, others use pricing systems to establish statewide or regional rates. 

Another common methodology is a fair rental value (FRV) system.  

An FRV system attempts to determine the value of a nursing facility and provide a reasonable rate of 

return on that value. There are two primary methods for determining the value of a nursing facility for 

an FRV system. One involves conducting appraisals of each nursing facility. An Appraisal FRV system is 

often conducted through a contracted appraisal firm. It can involve a very lengthy process and can be 

considered somewhat subjective since it relies on individual appraiser’s assessment of the value of each 

nursing facility. Another method is to establish a value for new construction, then use facility-specific 

information to determine the depreciable age of each nursing facility, and then use these two pieces of 

information to establish the present value of the facility. This Depreciable Age FRV methodology was 

explored through the stakeholder workgroup discussions.  

The primary component of a depreciable age FRV system is the value of new construction per nursing 

facility bed. This amount can be established through reviews of recent construction projects or the use 

of a construction index such as RS Means. An allowance for equipment is usually added to the value of 

constructing a new bed. Other inputs include the age of each nursing facility and an annual depreciation 

factor. The calculation is fairly straight forward with the total value of the facility calculated by 

multiplying the per bed value of new construction and equipment by the total number of beds for the 

facility. This amount is then reduced for the cumulative depreciation determined based on the age of 

the facility. Annual depreciation is often set at 1-2.5% per year. A rental factor or rate of return is then 

applied to the depreciated facility value. The rental factor usually ranges between 6% and 10% and is 

often tied to a standard benchmark such as the 30-year U.S. Treasury Bill rate of return plus 2%.   

The age of the nursing facility is generally determined using the construction date of the facility with 

adjustments made to account for new additions and renovations that have occurred since the original 

construction. New additions and renovations reduce the age of the nursing facility through a weighted 

average calculation. For example a 40-year old facility with a total of 60 beds, 30 of which were added 

20 years after the original construction would be treated as a 30 year old facility (30 beds at 40 years + 

30 beds at 20 years = 60 beds at 30 years).  

Renovations can also reduce the age of the facility by creating a new bed equivalent for each multiple of 

the new bed construction/equipment value that is expended on the renovation. For example, if a 

renovation occurred today that cost $800,000, and the new bed construction/equipment value was 
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$80,000, the renovation would essentially replace 10 beds at “0” years of age. Going back to the 

example of a 60-bed facility aged at 30 years (original construction plus addition), the renovation would 

reduce the age to 25 years (50 beds at 30 years + 10 beds at 0 years). Thus in addition to a value for new 

construction/equipment costs, and the original construction date, it is also necessary to collect 

information on additions and renovations in order to properly calculate the age of each facility.  

For the purposes of the workgroup investigations we used data from the state that included a calculated 

facility age accounting for some new additions and/or building renovations. However, it was understood 

that this data would need to be reviewed and updated before an FRV system could be implemented. We 

also used estimated new construction/equipment costs and variable amounts for depreciation and fair 

rental rates. This allowed to workgroup to review how these calculations would work but again the input 

data would need considerable refinement before it could be implemented. 

The advantages of an FRV system are the ability to tie the reimbursement to the value of the building 

rather than the cost incurred by the provider, and the incentive it provides for building improvements. 

Implementing an FRV system would require additional research and modeling but would almost 

certainly strengthen the Medicaid payment system.  
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One of the ongoing concerns discussed during the stakeholder workgroup meetings is the administrative 

burden tied to extraordinary care payments. Currently, most extraordinary care payment requests 

require the facility to submit extensive documentation that is then reviewed by the Department staff to 

determine if an extraordinary care payments should be allowed. One option considered for automating 

some of this process is to utilize the RUG III Cognitive Performance Scale (CPS). 

The CPS is used in the RUG III Classification System to measure a resident’s cognitive performance. CPS 

scoring ranges from 0 to 6, with 0 indicating intact cognitive function, and 6 representing very severe 

impairment. The score is developed from 5 MDS items including; B1-Comatose, B2a-Short Term 

Memory, B4-Cognitive Skills for Decision Making, C4-Making Self Understood, and G1hA-Eating ADL: Self 

Performance. Individuals with a CPS score of 5 or higher were considered in need of additional care and 

included in the count of residents for each facility that might trigger extraordinary care payments. 

The Brief Interview of Mental Status is another measure of cognitive function that may be reported on 

the MDS. When it is reported some of the items needed to compute the CPS are not assessed. Therefore 

a crosswalk was developed by CMS which is used when the BIMS is completed. This enables a CPS score 

to be determined. 

The BIMS test is used to provide a quick assessment of cognitive function. The test includes components 

to assess immediate recall of information, orientation, and short-term memory. These components can 

be scored from questions included on the MDS assessment and therefore a BIMS score can be 

generated quarterly for each nursing facility resident. This provides a means to assess current cognitive 

function as well changes in cognitive function.  

The test for immediate recall involves asking the individual to repeat three words spoken to them. 

Scoring for this component is one point for each correctly repeated word for a maximum of 3 points.  

The test for orientation includes asking the individual to state the current month, year, and day of the 

week. A total of 6 points is available for this component with greater emphasis placed on correctly 

identifying the year, and the least emphasis placed on correctly identifying the day of the week.  

The final component of the BIMS is short-term memory. The person is asked to again repeat the three 

words that were introduced during the immediate recall assessment. Cues are provided if the person 

does not remember the words. Scoring for this component can total to a maximum of 6 points, with 2 

points awarded for each word recalled without a cue, 1 point given for words recalled with a cue, and 0 

points for words that are not recalled.  

The total BIMS score is used to interpret cognitive function with 13-15 points considered intact 

cognition, 8-12 points considered moderate impairment, and 0-7 points considered severe impairment. 

Need data 
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